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INTRODUCTION 


T his important contribution to economic history 
traces the outward flow of European surplus capi 
tal from 1870 until the war of 1914^18 caused 
waste and destruction again to usurp the place of creation 
and thrift. The first aim of the autlior is that of the econo¬ 
mist, namely, to give a tableau of the way in which British, 
French, and German savings were employed in loans to 
governments, in financing railways, harbor developments 
and other public works, in exploring and exploiting the 
resources of colonies and of undeveloped states or areas, 
in building railways in India and Africa. 

On this purely economic side there were well-marked 
national characteristics. British capital favored an eco¬ 
nomic development that would pivxluce the revenue for 
debt-service or dividends rather than loans to govern¬ 
ments or government guaranties, to supply constructive 
talent and management, to stay with the enterprise and 
to make it ‘^earn its own keep.’’ Otlier types of investment 
of course there were—emissions of loans of foreign gov¬ 
ernments, of the bonds of American and Argentine rail¬ 
ways, and so on—^but relatively the British investment em¬ 
phasis was on control and management. 

The volume of this total foreign investment was enor¬ 
mous, rising from the annual investing of £1,700,000 in 
the five-year period 1875-79—the pericxl of world-wide 
financial depression and contraction—to the annual in¬ 
vesting of £185,000,000 in the four-year period 1910- 
13, when the annual foreign investment equaled approxi¬ 
mately one-half the national savings. At this time the 
total foreign investment amounted to about four billion 
pounds, or one-quarter of the national wealth, and pro¬ 
duced one-tenth of the national income.* It seems to have 

* As Mr. Feis points out, the disproportion is accounted for by the 
fact that national income includes the return for all forms of productive 
labor. 
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been about equally divided between investments within 
and those without the empire. Obviously it created a pre¬ 
ponderating interest that the world should be orderly and 
peaceful. 

French conditions were different. Social habits had de¬ 
termined a life of patient toil, a desire for an unlaborious 
old age, small families and a stationary population, re¬ 
maining at home, finding ‘‘warmth of assurance in pa¬ 
tiently accumulated sums”—in financial terms, a lending 
rather than an adventuring people. The amount of for¬ 
eign investment was much less than the English—in the 
1909-13 period perhaps $250,000,000 a year as against 
a British average foreign investment of $900,000,000 in 
the same ])eriod; a total in 1914 of about $9,000,000,000 
or one-sixth of the national wealth, as against the British 
$20,000,000,000, or one-fourth of the British wealth. 

But it is the character of the French investment that 
differentiates it sharply from the British. For the French 
there were practically no opportunities for the develop¬ 
ment of regions colonized by their own people, opportu¬ 
nities to build, to manage, and to profit by the dividends 
on ownership-management. I'he investment was that of a 
lender, who relies u[)on the general solvency of the bor¬ 
rower rather than upon the success of the enterprise. The 
first result of this ty])e of lending is the capitalist who is 
much less concerned as to the use made of his money than 
if he were the entrepreneur who must earn his dividends. 
The second result is that until the approach of the bor¬ 
rower’s bankruptcy is apparent, the lender, confident in 
the borrower’s general ability to pay, sees ulterior political 
purposes that can be accomplished through a loan with¬ 
out too great risk to the security of the investment. 

This French idea of using the savings of the citizens 
for political purposes is in direct line of descent from the 
ideas of Colbert, Louis XIV’s Prime Minister. The French 
Revolution, which broke the continuity of the domestic 
political system of France, exerted little effect on the re- 
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lation between state policy and economics. As in the time 
of Colbert, policy between 1870 and 1914 was directed 
primarily by two sets of conditions and desires. French 
industry was lagging in its growth l)ehind that of rival 
states; French foreign investment must serve to aid it 
French political destiny was being worked out trom day 
to day in a world that included enemies; French foreign 
investment was seeking forces by which the destiny of 
France might be made a safe, perha})s a triumphant one. 
French capital and enterprise, in greater measure than 
eitlier Fmglish or German capital, ‘'was shaping politic^ll 
alignments—making the fortunes of a new day.” Tlie 
French bankers, even the ordinary French investors, were 
dealers in ‘‘Affaires.” 

These financial studies constitute a major contribution 
to the problem of the causation of tlie World War, disin¬ 
tegrate Article 281 of the Treaty of N'ersaillcs which im¬ 
poses sole “war-guilt” on (lermanv and per])ctuates the 
myth of a planned and deliberate aggression against a 
peace-loving world. Nothing, of course, can cleanse the 
scutcheon of tlie Dual Monarchy from the blot of having 
])ut the match to the powder maga/ine, or relieve the Ger¬ 
man Reich from the responsibilit v of having in Julv, 1914, 
backed an ally in dealing a vendetta blow, blind to the 
frightful aftermatli; but as for the deeper causes of the 
War these financial studies underpin the conclusion of 
Lowes Dickinson, “tliat the War was caused by the system 
of international anarchy involved in alliances, armaments, 
and secret diplomacy,” and show how that system called 
to its aid the financial strength of the counter-intriguing 
nations. 

The Franco-Russian connection was not more iniqui¬ 
tous than other such alliances, but it is more easily traced 
and more spectacular in the essential cultural and institu¬ 
tional antitheses that existed between the ramshackle au¬ 
tocratic government of Russia, heading blindly for the 
abyss, and the thrifty egalitarian close-knit French re- 
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public. The France of republicanism, liberty, and equahty, 
was gradually harnessed to decaying Russian imperialism, 
oppression, and corruption; and French peasants of the 
blue blouse, French shopkeepers of the black coat, bowed 
their backs, pinched their household budgets, and hoarded 
their francs with the effect of enabling Russian despotism 
to resist the pressure of the Duma for constitutionalism 
and a peaceful revolution. A common hatred and fear of 
the coLamon neighbor bound these antitheses together and 
themselves became a factor in bringing on the cataclysm 
against which they were intended to protect. 

This is not to blame a France which had suffered from 
such master-intrigue and master-preparation for the war 
of 1870 as Bismarck’s. Indeed, it was the later intrigue of 
Bismarck in the financial field, seeking by a refusal of 
credit to Russia to bring her into humiliating subservience 
to Germany that first threw Russia into the arms of 
France. The first Russian loan, 500,000,000 francs, was 
floated on the Paris Bourse in December, 1888, after the 
appro\'al of both governments, and was quickly followed 
by one of 700,000,000 francs and another of 1,200,000,- 
000. French financial help to Russia, once begun, in¬ 
creased rapidly as the Czardom brought its Danaidean 
jar to be continually refilled at the inexhaustible French 
spring. In 1902 French investments in Russia were ap¬ 
proximately 7,000,000 francs and by 1914 had become 
11,800,000,000 francs, about one-quarter of the whole 
French foreign Investment; over 9,000,000,000 francs of 
French-owned Russian securities were obligations of the 
Russian Government. The distribution in France was ex¬ 
traordinary ; after the war the Property Office established 
by the French Government “received some 1,600,000 in¬ 
dividual declarations from owners of Russian securities.” 

The huge French investment in Russia came to be 
guided almost exclusively “by the stir of political arrange¬ 
ments” ; the weaker Russia became in her financial and 
domestic affairs, the higher price did she put on her mili- 
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tary friendship, until, as may sometimes liappen, the ul¬ 
terior purpose of the horrovvinj^ endangered the financial 
interest of the lender. About 37 per cent of the Russian 
railways were built primarily for political and military, 
not economic, reasons. Isvolsky in 1911 boasted of the way 
in which lie had forced the French (Tovernrnent to subor¬ 
dinate the financial interests of the French banks to the 
needs of the dynasty and the strategic requirements of the 
far-stretching military fronts of Russia. 

The Franco-Russian illustration has been selected, I 
repeat to avoid misunderstanding, because the red military 
entries are so conspicuous among the plain black-and- 
white entries of humdrum finance, but not because the 
case was otherwise with the Central Powers. Germany, too, 
was throwing gold and the sword into the same scale, and 
in the various phases of the Moroccan controversy backed 
German enterprise with a resolution which shifted ques¬ 
tions from the terrain of finance to that of irreducible 
prestige,* and with a recklessness which enlarged the uni¬ 
versal fears and set camj) against cam]) in prepared array. 

The chapter on the Ihdkan railways shows how financial 
interests were entangled in the web of politics and na¬ 
tionalism, each financial maneuver contributing to the 
suspicions and antagonism that brought on the Balkan 
wai’s and thereby the cataclysm that began at Sara jevo. 
The chapter on Japan’s financing, on the other hand, 
leads out of the atmos])here of constant intrigue, and by 
coincidence of the period studied with that of Japan’s own 
])henomenal exj)ansion, gives the financial side of the 
drama of Japanese development from a local to a first- 
rank power. 

The illustrative material selected in this introduction 
only indicates the illuminating mass of facts which the 
author has brought together from a great variety of 

* “Vital interests and national honor” is the American euphemism for 
the will to dominate. 
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sources and many archives. The book presents the major 
episodes of the financial contribution to the war-drift 
without moralizings, but the author is by no means ob¬ 
livious of the implications of the facts presented; these 
are so ordered that they might well serve as material for 
a philosophical inquiry into the relation between man’s 
organized acquisitiveness and the political anarchy of a 
world^of stubborn ‘‘sovereignties.” The export of capital 
raises profound questions both in the economic and in the 
political spheres, which bring us, as the author says, 
“close to questioning the whole of modern history, its 
motives, dominant national ideals, new industrial life and 
methods.” 

The volume is published under the auspices of the 
Council on Foreign Relations, which has undertaken to 
bring out occasional special studies in addition to its an¬ 
nual Survey of American Foreign Relations and Political 
Handbook of the World; it follows H. Foster Bain’s study 
of Ores and Industry in the Far East and James W. 
Angell’s work on The Recovery of Germany, 

Charles P. Howland, 

Nexv York Director of Research 

July, 1930, Council on Foreign Relations, 
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W HEN in the stillness of some distant, uninhab¬ 
ited valley the steam shovels and pneumatic 
drills pound out the path for steel rails and the 
locomotive, a drama of new life is begun. Human power is 
applying itself to an intricate creation. One world is de¬ 
stroyed, another founded. 

Before the World War the capital of western Europe 
was impelling forward this drama of change upon a limit¬ 
less stage. Through the savings of a few countries the 
power of industrial civilization was carried from its first 
home to all other lands; the world of machines, of or¬ 
ganized, time-consuming production, of large-scale ex¬ 
change, of numbers, extended itself. The financial jour¬ 
nals stand as birth registers of the continuous union of 
capital, technical skill, and purposeful planning of the 
capital-accumulating countries, and the resources and 
labor of the rest of the hemisphere. Western Europe, 
through its spared accumulations of capital, impregnated 
all other regions with the growing cells of its civilization. 
The economic and political arrangements of the world 
were thereby permanently changed. 

To study the main trend of this migration of capital, to 
measure and record it, was the original purpose of this 
volume. But preliminary study soon revealed that its con¬ 
nections with the political and diplomatic events of pre¬ 
war days were numerous and important. The world from 
which the capital moved was made up of highly ambitious, 
competitive national states. The regions to which it moved 
varied enormously in the character of their peoples, their 
powers of self-government, their ability to put borrowed 
capital to good use, their political strength. The place 
of many of these regions in the political arrangement of 
the world was, even then, in the balance. Their transactions 
with foreign capital often settled the outcome. In short, 
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the financial transactions between western Europe and 
other areas were an important element in political affairs. 
They became all the more important because the official 
circles of lending countries gradually came to envisage the 
foreign investments of their citizens, not as private finan¬ 
cial transactions, but as one of the instruments through 
wliich national destiny was achieved. Financial force was 
often used to buy or build political friendship or alliance, 
was often lent or withheld in accordance with political 
call-ulations. 

The lines of political division in pre-war Europe, the 
situations w^hich were created and which led ultimately to 
tlie War, can be underst(X)d only by taking account of the 
borrow ing-Jending relations which existed. On the other 
liaiid, the action of capital, seeking return, can be under¬ 
stood only by taking account of the national influences to 
w’hicli it was subject. The volume, it is hoped, reveals the 
strength of the tendency of capital to move over national 
boundary lines in search for op})orlunity, and at the same 
time ampl}^ illustrates the special risks, controls, and pres¬ 
sures to w hich such capital movement has been subject. 

These are the reasons for believing a study of lending 
and borrowing relations in the pre-war years worth under¬ 
taking. But additi(mal point may l>e given to the effort by 
the fact that the Enited States has taken its place with 
western Europe in supplying capital to other lands. It 
has become, and w ill remain, a great, perhaj)s the greatest, 
center from w hich the revolutionizing force of accumulated 
capita] and machine technique w ill travel outward. The ac¬ 
count w'hich follows proves, 1 think, that a capital-lending 
country should possess a policy, or at least a carefully 
defined attitude, tow^ard this process of foreign investment 
and the situations it creates. Some instruction mav be in 
the record of policy and experience of pre-war Europe. 

The great dimensions of the matters which 1 have at¬ 
tempted to study may help to excuse the sliortcomings of 
the result. Within the covers of one volume it has been iin- 
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possible to give attention to many of the aspects of this 
course of capital movement which are of greatest interest 
to economists and international lawyers: to cite a few in 
the economic sphere, the operation of the financial mecha¬ 
nism by which the capital is transferred from lender to 
borrower, the effect of such transfers on trade balances and 
prices; or to cite one in the legal sphere, the consequences 
of the spread of the doctrine within borrowing countries 
that those who invest capital within their borders must 
accept the same status as domestic capitalists. It has also 
been impossible to traverse the whole area of lending and 
borrowing. Only the capital investments made by the Brit¬ 
ish, the French, and the Germans, with the concomitant 
government activity, are included: the ventures of the 
Dutch, the Belgians, and the Swiss, as much as they de¬ 
serve consideration as part of the historic process, could 
not be adequately reviewed without virtually doubling the 
task and the consequent number of pages. 

So much for the pretensions and limitations of this vol¬ 
ume. For assistance given I am heavily indebted to many 
individuals and groups. The necessary study in Furopc 
was undertaken with the aid of a fellowship award of tlie 
Guggenheim Foundation. The Graduate School of the 
University of Cincinnati also made some grants for the 
work. The advice and encouragement of Professor F. \V. 
Taussig greatly helped me to plan the study. The critical 
reading of the manuscript by Professor William 11. 
Danger and Professor Parker T. Moon enabled me to 
understand and partly to correct its faults. Among those 
who aided me by giving information or putting material at 
my disposal I take the hberty of mentioning, as grateful 
acknowledgment, M. Cousin, of the Association Nationale 
des Porteurs Fran^ais des Valeurs Mobilieres; M. De 
Mouy, formerly of Lazard Freres, Paris; M. Miisson, 
Director of the Credit Lyonnais; M. Joseph Caillaux, for¬ 
merly Prime Minister and Minister of Finance of France; 
M. Fernand Faure, Editor of the Revue Politique et 
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Parlementaire; H. G. Hawtrey, Esq., of the British 
Treasury; B. I. G. Lloyd, Esq., of the British Board of 
Trade; Hartley Withers, Esq.; Walter T. Layton, Esq., 
Editor of the Economist; Douglas Reid, Esq., of the 
Council of Foreign Bondholders; Sir Josiah Stamp; Sir 
George Paish; Sir Alexander Kleinwort; Henry M. An¬ 
drews, Esq., of J. H. Schroder, London; Herr Ernst 
Kahn,^of Lazard Speyer-Ellissen of Frankfort. To the 
authorities and staff of the 6cole des Sciences Politiques, 
the London School of Economics, and the New York Pub¬ 
lic Library, I owe thanks for unfailing courtesy and aid. 

H.F. 

New York 
June, 1930. 
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THE RECORD OF CAPITAL MOVEMENT 




CHAPTER I 


BRITISH FOREIGN INVKSTMKNI^ 

TIIK (ni?:ATP:ST FKKK FINANCIAI. FORCE 

B I^FORP] the war, in tlie ^ray and smoke-encrusted 
lanes and alleys close by the Bank of England, 
there converged the greatest free financial force 
in the world. The London financial market deriyed its 
strength from great wealth, diyersity, experience, world 
connections—all directed by a sober yet daring energy. 
The great wealth had enlarged itself gradually through 
the ])ioneering organization of machine industry, througli 
the conduct of commerce throughout the world, and the 
de\elopment of the resources of distant areas. Out of the 
})ast there came, and grew more aggrayated with the 
eourse of industrial cliange, the marked inecjuality of 
wealth and income which bred many of the l)itter antago¬ 
nisms of the day. At tlie toj) of the pyramid of wealth 
tiierc rested a substantial group whose great income and 
investing power was one of the revolutionary forces of the 
world.^ In 1914, according to the best available estimates, 
the annual income of the British ])eople w^us in the neigh¬ 
borhood of 11 billions of dollars; and of this total apf)roxi'- 
mately 1.8 billions were saved." d'hese savings, available 

1 See essay on “The Distribution of Capital” in D. Clay's Thp Proh- 
lem of Induatruil Rflations (London, 1929), especially 'Cable III, p. 291. 
In 1912 two-thirds of the accumulated capital in England and Wfdes 
were in estates of 5,000 pounds or more—these being: in number less than 
onc-tonth of the total number of estates. In these larger estates stocks 
and bonds were the chief component. 

2 Some of the expert estimates of annual savings (millions of pounds) 
follow: 



Ravings 

Source 

1911 

320 

(Bowley and Stamp) 

1911 

330 

(Pigou) 

1913 

380 

(Economust, Oct. 10, 1925) 

1913 

350-^400 

(Report of Committee on National 
Debt and Taxation, 1927) 
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for capital expenditure of some kind, were mainly in the 
possession of those whose field of business and personal in¬ 
terests extended far beyond the British Isles. 

For many decades back the natural resources and in¬ 
dustrial operations of the British Isles had not offered as 
great opportunities for gain—differences of risk and cir¬ 
cumstance considered—as had those of foreign lands.® Un¬ 
obstructed by law, invited especially by lands to ^ hich the 
British people were spreading, solicited and directed by 
able young Englishmen, who in large numbers sought 
their fortunes in developing the resources of young coun¬ 
tries, much of these savings found employment abroad. 
They took the whole of the outside world as the field of 
opportunity^—and in so doing propelled that outside 
world into the stream of history along which Europe 
moved. In the early decades of the nineteenth century 
Great Britain was virtually the only important source of 
capital for those countries which lay outside of the circle 
of western Europe. During the century, with the quick¬ 
ened travel of ships and trains, the dispatch of the cables, 
the cheapened mails and daily press, and the greater 
movement of peoples, all capital acquired greater mobility. 
British capital remained the quickest and freest to move. 
But even in far-distant countries it met a strengthening 
competition. For as the capital resources of France, Ger- 

8 Statistical vcriftcation of this judgment is difficult. U. A. Lchfeldt’s 
studies, Journal of the Royal Statietical Society, January, 1913, and 
Economic Journal, March, 1914, calculated the actual yields obtained 
by the holders of large issues (900,000 pounds or over) of fixed interest- 
bearing securities, covering about half the British investment. He took 
into account the consequences of default. The average return, 1898-1910, 
obtained on colonial and dominion securities was higher than that ob¬ 
tained on home securities of the same type by 0.2 per cent; the yield on 
foreign issues was 1 per cent higher. Between 1900 and 1913 the rise in 
return on all classes was well over 1 per cent indicating the strain 
that prevailed in all European money markets in the later period. This 
calculation is based on the assumption that the securities were pur¬ 
chased at their original public offering price and continuously held. 
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many, Belgium, Switzerland, and Holland (once the 
world’s financier) grew more adequate, the sphe’*c of their 
investment activity steadily ex[)anded. 

The volume of British investment and its cumulati\o ad¬ 
ditions remained the greatest, its distnhii+ion the v idest, 
its undertakings the most substantial. London was the 
center of a financial empire, more intei-^ia lonal, more ex¬ 
tensive in its variety, than even the ])olitical em|)ire of 
which it was tlie capital. In the splu're of hnaiicia] interest 
and calculation, distance lost it> meaning; along all lines 
of latitude and longitude IL-itish capital worked its wav; 
though, and here \\ e interject an observation given re¬ 
peated ilhisti-ation in succeeding chaj)tf'rs, national 
boundary lines often were elective barriers. JL’ the turn 
of the twentieth century ap])roximately one-half of the 
current British savings was being invested abroad. The 
names of foreign lands and ventures vibrated unceasingly 
in the shadowy dimness of the London St(K*k Ifxchange, 
and the financial journals gave a panorama of the workl’s 
strivings in factoi’v, mine, and field. Most men of j)!’opertv 
held some loi’cign securities -even though thev wei e of the 
lords who stuck to the land. Premier Baldwin in a sjjcech 
delivered in a full Parliament on July 1, marked the 

exceptional character of those who would not invest 
abroad. Accused by his opjionents of having lieen jiartisan 
in the recent coal strike because of his ownership of the 
Jlaldwin Iron Works, he ])resented that ownershi[) as a 
mark of pride, not of shanu*, for he had steadilv refused 
to invest outside of Great Britain. 

The movement of British capital to other lands was 
one of the shaping forces of Great Britain’s economic 
structure and political destiny—steadilv turning men’s 
thoughts outward, making its own chains of connection, of 
cause and effect. Whether it was beneficial from tlie na¬ 
tional and international points of view, whether it was ex¬ 
cessive and left important matters at home neglected for 
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lack of social direction—to tliesc and many similar ques¬ 
tions no certain answers can vet he returned. A marf^in of 
doubt remains for future history and study to resolve, 
(ieneral analytical reasoning upon its direct economic ef¬ 
fects and observations of British economic historv on tlie 
whole yields a favorable estimation, hut cannot deal with 
all sides of the (juestions it ])resents. The subject remains 
unexha\isted even when such analysis and observation have 
had their say.‘ Prevaibhig judgment tends to agree with 
that recently jaissed by an exj)ert committee of the party 
that was in power wliile the greatest caj)ital movements 
^^ere taking place: "‘that in the Railway Age, the develop¬ 
ment of foreign and colonial railway systems al)road out 

n(‘rausc of flu* rnany-sidodiioss of these (“fleets, the cliftieiilties of 
isolatiii^^ them, I lie many forms of foreipi iiiv«\stmeiit, and the huge 
vari(‘t\' of eireumstaiiet's \\hi(^h have attended such movements, no sim])Ie 
satistaetory s<'t of judgim'nts, even of the general deductive kind, can 
he framed. For an inttaesting eritieisin of the praeti(‘e of leaving the 
distriluition ot Hritish savings hetwt'en home and for«‘ign inv(*stment 
to the judgment of privati* hnaiu'ial institutions and hanks, sec* 
hxlustrhil Fuffny . being tlie “Heport of the Fiher;d Industrial Inquirv” 
(I<mdon, 'The litere.ture on the suhjeet is large, imi little of it 

eonktins mueh siihstam-e. I'hroughont the Hritisii literatuia* then* is a 
ste,ol\ heiit Inward la\(i,,d)le judgment ot its (“eonomie etfeets. d he 
mo^f sv dematie ana!’,-as m thd laoLniaire is (’. K. 1 lohson, I’lir Export 
'•/ ( ojiltol (1 niiddii, inil). ^lar^llali, Bowley, Kt‘\ ues, and 'Taussig, liy 
tl)eir sinaessivc eoiit rilud loiw, have opem'd up a pr(»mising m \v basis of 
iiidgmeiit, l)y th.e study of ehang»*x m the “li-rms of trade” ,1 \'im‘r\s 
{'oDOihi's Eohniri on I n t i not t lono I 1 lol *1*1» tin ,{( amhridge, 
lirJl) is ,'m outstanding <*\/imple of an induetixe stud\’ of .vo/ne of the 
eeotinmie ehamres w rtuiLdif by eapilal movement lietweeii eouniries. J. W. 
.ViigelTs 77/e 'Ihtniii nf / 711 1 rii 11 f i o lotl En'rts ((hinil)ridge, UI'JU) t raee.s 
out lueidix iiianx of tlie intricate tht*oretical issues raised by the suhjeet, 
and carries speculation forward. '1 lu' novelty of the TVeru'li literature 
is mainly in its coiitrox ersy, which refers primarily to tlie French situa- 
ti<)n 1 he (icrnian literatun* is disapjioint ingly emplx of new id(‘as, 
despite the conij)|e\ reasoning which often appi'ars in it, and gives the 
appiiaranee of a new syst(*m. Of th(‘ anal\.se.s known to me. A. Sartorius 
\ nil W al Icrshauscn, /to.v \’olksicirtTichaftlirhe Sipstein drr Kdpited- 
.hilo,,, in .1 i(.sl<(n<lt (Heriin, I<)(i7), and W. /ollinger, Div JOhfnz der 
J /i^t r// thonitli n 1 1 f n 1 1 ro p ,i n pi n (dena, IfU t) are the most interest¬ 
ing. 
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of Bi itish capitiil^ when Jintish mjitcrmJ.s, JJntjsli savings, 
and British engineering enterprise were ojiening u[) the 
world for the supiily of food and raw materials, was 
greatly in the interest -of this country as well as of the 
world.’” 

Half a hundred types of financial institutions })lavcd a 
part in the process of investment of British capital." The 
huge commeicial banks, where most checking accounts 
were kejit, which financed comimxlity movements through¬ 
out the world, were the greatest source of credit; vet tlicy 
played but an indirect part in the security issue busi¬ 
ness. Alongside of them stood the banks, public and pri¬ 
vate, of the British Dominions, 'riicsc, growing to power, 
kept establishments in London to employ their funds, to 
share in the profits of trade financing, to handle govern¬ 
mental financial affairs. Such were the Commonwealth 
Bank of Australia, the Imiierial Bank of India, the .\a- 
tional Bank of South Africa, and the Hank of Montreal. 
In T.ondon, too, met the directing boards of many of the 
British banks which operated in foreign lands. Such were, 
for example, the Hong Kong and Shanghai Bank, the 
( liartered Bank of India, Australia aiul China, the Lon¬ 
don and Uiver Plate Bank, the Anglo-Kgvptiaii Bank, 
and the London and Hanseatic. Through all these British 
capital was ap])licd to the financing of foreign commerce 
and the discovery and sustenance of commercial opiior- 
tunity abroad. In addition, by their loans and purchases, 
tliev supported the security market and facilitated .se¬ 
curity operations. But with a few notable exceptions, such 
as the Hong Kong and Shanghai Bank, these institutions 
did not share actively in the spread of foreign securities 
among the Briti.sh iieople. Their cliief concern was wdth 
short-time financing, not with the placing of capital in 


^Britain's Industrml Future, op. rit., p. no. 

Capital Market (I.ondon, 1921), and B I) 
Na.sh, Investment Banking in England (New York, 1924). 
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long-term ventures or securities. Tluit was left to another 
group of financial houses. Thereby no such concentration 
of capital and credit resources occurred, no such domi¬ 
nance over the investment judgment of the ordinary bank 
depositor arose, as ha]:)pened in France and Germany. 

At the head of the issue liouses, and until well into the 
nineteenth century, dominating the business, there were 
j)owerful private banks, such as the Kothschilds, Barings, 
J^rown' Shipley, Glyn Mills and Currie, and Schroders, 
commanding resources sufficient for any ])romising de¬ 
mand. By tradition tlie partners of these houses abstained, 
with rare exceptions, from holding ])laces on the boards 
of industrial enterprises; only here and there among the 
directorates of investment trusts and insurance companies 
were they to be found. Important as they were in the sale 
of securities, they did not furnish leadership to Britisli en¬ 
terprise or control it. Besides these large and conservative 
private banks (their conservatism did not ])revent heavy 
losses and the issue of securities which went into default), 
which on the whole undertook only the issue of govern¬ 
ment and railway bonds, there was a considerable group 
of smaller jirivate banks. They, along with acceptance 
lanises and issuing brokers, handled many of the smaller 
government and railway loans and much of the colonial 
borrowing, and frequently undertook the issue of indus¬ 
trial securities. More numerous still were the financial, 
land and investment conqianies engaged in promoting 
and underwriting. These differed greatly among them¬ 
selves. Some were ])rimarily promotion com])anies; others 
retained iiermanent interests in the properties they spon- 
sm’cd. Some carried on a varied activity; others spe¬ 
cialized, for example, in Australian real estate, in tin 
mines, in rubber, in tea or coffee plantations. It was this 
group of companies, more than any other, which found 
capital and management for pioneer enterprises. Offering 
steady siqiport to all were the investment trusts, grown 
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powerful through a eombination of daring fnitli and care¬ 
ful jud^anent—absorbing, in particular, a lar^n.' part of 
the ioans of the governments and enterprises ot the Aineri- 
can continent. 

Such were the different tyj^es of or^ouii/ations which 
carried out tlie issuance of new securities, and iiie pres¬ 
entation of tlie securities to the investino’ public To ex¬ 
tend their reach, or to di\ide tlieir risk, oianv other 
institutions were admitted to a sliare in the prcicess, sjie- 
cializin^ in some part of it: as underwriters (a laro'e and 
miscellaneous ^roup includini^ hanks, investment trusts, 
insurance com|)anies, etc.) ; as brokers who lent their 
names and carried out the technical formalities; as bankers 
who aided the sale. Within each i^'roup of Cretanizations 
and between them constant chani>X‘ went on; combinations 
formed and })arted; new forces came to the front, and old 
ones faded. T\\q death of the head of the house could re¬ 
duce the activity of the Rothschilds; an Argentine panic 
could submero-e the Rarint^s for a time; the discovery of 
i^old fi(‘lds could creaie new fortunes and new financial 
])owers in Rhodes, Reit, Rarnato, and Eckstein; the inan- 
an’cment of Ei^pvptian banks and land companies could 
enrich a Sir Ernest Eassel and make him friend and fi¬ 
nancial intimate of the rulinn- monarch. 

This was the market for ''money,” the a<»’encv through 
which financial support was bouo’ht and sold. To its bar- 
teriiii^, scheminijf, and develoj)in<r was attracted a larn'e 
part of the saving of tlie Rritish people. To this market 
you might come with a collection of treaties bearing the 
smeared symbols of an African chief, a survey map of 
properties located in India, suitable for tea-growing, a 
concession for a power })lant in some South American 
town, the prospectus of a new bond issue of the Erie Rail¬ 
road, and find some door open to you, some dim office 
where your treaties, maps, concessions, and prospectuses 
would be taken as familiar chances. Here stayed the repre- 
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sentatives and agents of the British dominions and colo¬ 
nies, to arrange for the borrowing of their countries. 
Here foreign governments sent their finance ministers, 
foreign railroads their executives or banking representa¬ 
tives, foreign mining syndicates their founders. Between 
the larger institutions some agreements existed, especially 
as regards government loans, based on some arrangement 
for diyiding the business, or on habitual practices of work¬ 
ing together, or on tacit recognition of place and privilege. 
But the market for securities, once issued, was free and 
broad. The Stock b^xchange, through which virtually all 
the trading in foreign securities took jilace, regulated its 
own affairs without official supervision—except such as 
was embodied in the general ‘Company” laws. The indi¬ 
vidual investor went to the market through his liroker. 
The investment trusts supplied stability and cool judg¬ 
ment to the movement of investment affairs. 

Though in the factories and banks of tlie lending coun- 
ti'v, and over the land of the borrowing country, the ef¬ 
fects of foreign lending and borrowing are immediately 
felt, tliough their outcome becomes visible to tlie eve in tlie 
form of new railroad lines, new elective light systems in 
remote towns, new uniforms for armies, they leave behind 
no easily computable public record. Of that ever changing 
world of debts and balances, only a})j)roximate estimates 
can be made, only rough sketch maps. Such arc the figures 
that can be given of the extent to which British capital 
went abroad from 1870 on, such the indications of the 
fields of its activity. The average new investment abroad 

7 The Secretary of State for British India acted as agent for British 
India; the Crown agents, a])pointed by the Secretary of State for the 
Colonies acted for almost 50 non-self-governing colonies; the Bank of 
Kngland for New Zealand, Transvaal and (^ut*ensland, the Bank of 
Montreal for Canada and most of the Canadian provinces, the Bank of 
Adelaide for South Australia, and the London (’ounty and W(‘stminster 
Bank for the other Australian states. These governments also had brokers 
who arranged for the underwriting of their loans. 
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Ifrifi.s/i Forci(/u 1 nvoitment 

{)f Britisli capital during sliort periods fVom 1 S 70 to Hil l' 
was as follows: 


HHi riSII I'OKHKIN IWK.S'I MKN I' 

(of lon^-tiTin or j)t‘riiiaiu-nt c li.i: .u ti r )' 


Annual avcKujr of pt i iod 

Amount {ill a (in ns of pounds) 

lH70-7t 

(U.O 

lH7r)-79 

1.7 

IHHO-Si 

2d.9 

IHH.T-HO 

()1.I 

1890-94 

4.5.0 

1891-99 

20.8 

1900-1904 

21. .‘3 

1901^9 

109.5 

1910 Id 

18.5.0 


Plainly the movement of British eapital into tlie outer 
world was no re^iilnr and uninterrupted trend. Besting, as 
it did, u])on individual ealeulation, it rose and fell, was 
active or inactive, accoi-ding to the multitude of conditions 
which determined the investors' judgment, d'he movement 
of interest j\ates, the state of business at honu' and abroad, 
the financial condition of borrowing gmei’iiments, the 
shock of losst's experienced, th(‘ lure of newlv di>c(nered 
opportunities abi'oad, wars and rumors of war—ihe.>e are 
but a few of tlu' matters which decidi'd the volume of in- 
\'estiuent aliroad at anv one tinux 

d'he fiersjsting financial strmgencv and fear which fol¬ 
lowed the w^orld-whde jianic of 187t5 caused the movement 
of 7Knv capital abroad to fall off to almost nothing. Slowlv 
in the eighties it resumed, reaching unprecedented volume 
toward the end of the decade under the impetus of the con¬ 
tinued decline of interest yields uj)on domestic securities. 

^ This talile is derived from the figures given l>v IIot)S()n, Dp. cit.. p. 
20JSome teelmieal shorteoming.s of Mr. Hobson’s eom]nitations are 
pointed out by .Sir Josiah Stamp, Jiritish Inromrif and Property (I/ondoti, 
1920), ])p. 23T-2.3(), wliieli, however, do not iiualidate them, 'l lu* faet that 
they rest ujxin tlie annual estimates of the British balance of indebted¬ 
ness of the Board of Trade, wliieh contain many doubtful figures, intro¬ 
duces more serious (qualifying doubts. But they cannot be imjiroved 
upon; other puhlislied estimates are little more than guesses. 
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British capital headed, then, especially toward Australia, 
Canada, South America, and the United States, which 
were in tlie sweep of I'apid, booin-like development, and to 
South Africa after the diamond and gold discoveries. So 
were the ])references formed, the new choices of risk de¬ 
cided upon. In tlie decades of the nineties disillusionment 
and liesitation succeeded. Tlie fortune-making effort of 
tlie [hiited States collapsed into the panic of 1893, and 
half of tlie American railroad system was in bankruptcy. 
"J'he Argentine (iovernmcnt was forced to suspend pay¬ 
ment on its huge foreign debt which was mainly held in 
Great IJritain; many of the other Latin-American govern¬ 
ments eitlier went into default or seemingly faced that 
pi'ospect.'' On the continent, the Bortugucse and Greek 
governments reduced their interest payments; the finances 
of Spain and Serbia wavered. Drought in Australia 
hrouglit lieavy loss to the land and development com- 
])anics; many of the South African mining companies 
\Nej*e not fulfilling the promises of their promoters. Vet 
before the end of the nineties British investors were again 
rushing forward to buy the shares of the joint-stock and 
(‘\|)loration companies formed to operate in Africa and 
in new regions of Australia. The movement of British 
eM])ital outward had been resumed before the South 
African IVar cut it short. 

Upon the ti'miination of that conflict and the gradual 
1 ‘estoration of British financial affairs to a more normal 
state, the movement took on fuller volume, and arew al- 
most without interi'iiption to Iffll. One of the contribut¬ 
ing causes of this increased movement was probably the 
hope of escajiing the consecjuences of new social legisla¬ 
tion and increased taxes. Changing jiolitical relations took 
British cajiital into countries from which it had previously 

Eroiinytii.st, Marcli 2S, calculated, for example, that the securi¬ 

ties of Xorlli ,iM(J Soutii America listed on the I.ondon Stock Exchange 
had depreciated J2a.d million jxmnds sterling during the preceding five 
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abstained—Japan, Russia, and Turkey. But more impor¬ 
tant than tliese causes in producing a great growth in 
foreign investment was the fact that during the 1900- 
1914? period those distant lands to which the capital had 
been going in earlier periods, seemed to have overcome the 
risks and crashes of their first growth. Now in the greater 
stability and greater order of their development, they 
needed still more capital than before and offered surer re¬ 
turn. Or—the idea presents itself in alternative form—it 
was as though many regions of the world in which British 
capital had invested itself had come to fit themselves better 
for that investment, learning from pioneer failures. In 
their use of capital they were tending to resemble more 
and more the land from which the capital came. Though 
the capital accumulations of some of these regions were 
growing fast, their need for foreign capital seemed 
greater, too.^^ In spite of the deferring influence of fi¬ 
nancial stringency, losses, war, and the like, there comes 
to the observer of this process of British capital invest¬ 
ment a sense that the great increase in investment that 
occurred after 1900 had been prepared by the earlier in¬ 
vestment. Conditions were created which made the borrow¬ 
ing regions more safely penetrable, capable of using more 
capital well; while, on the other hand, the increasing in¬ 
come received by British investors from their steadily 
mounting total of foreign investment facilitated the mak¬ 
ing of greater new investment without financial or mone¬ 
tary strain. 

Though the volume of new investment fluctuated, the 

10 The available amount of American capital was increasing at a 
prodigious rate, yet the British investment in the United States was 
never greater than in 1913. The same fact was true of Canada, though 
American investment there was beginning to grow substantially before 
the war; Australia showed the same tendencies. Even British India was 
beginning to accumulate some capital and there was a tendency for more 
and more of the rupee debt registered in India to be held by natives of 
India. C. N. Vakil, Financial Dcvelopm^nU of Modem India (London, 
1924), Appendia^^. 20. 



14 Europe: The World's Banker: 1870-19H 

total of British foreign ownership and the income there¬ 
from steadily augmented, and its place in the economic 
system in which the British ])eople lived became ever more 
important. The flow of British income from ownership, 
as from commerce, moved with events in all corners of the 
world. To the owners of foreign railway securities, the 
rainfall in western Canada, a strike of the locomotive 
engineers on American railways, a change in the j)olitical 
administration in Brazil, became of consequence. To the 
participant in rubber plantations in the Far Phist, the 
building of new automobile factories in Detroit became 
of interest. To the financier of foreign governments, the 
levying of a new tax in .Japan might have significance. The 
satisfactory o{)cration of the British economic system be¬ 
came more and more fully linked with the satisfactory 
develo])nient of the rest of the world. 

To measure accurately the growing im])ortance of for¬ 
eign investment in the British economy is a task that balks 
statistical effort. But some rough degree of precision may 
be given to the fact. By 1914 the total foreign ownership 
of fhe British was in the neighborhood of 4 billion ])ounds, 
and thus composed substantially over a quarter of tiie 
total national wealth (estimated by Sir Josiah Stamp at 
14.3 billions of pounds).^' Its rate of growth had been 

Stamp, op. cit., pp. 404-405. Hobson, op. cit., ]). ‘J()7, gives the fol¬ 
lowing estimate of British ca})ital invested in the United Kingdom and 
abroad in millions of pounds: 


Year 

Capital in 
United Kingdom 

Capital abroad 

Total 

1885 

8,735 

1,302 

10,037 

1895 

9,063 

1,600 

10,668 

1905 

11,009 

2,025 

13,036 

1909 

11,654 

2,332 

13,986 


and remarks that these “figures support the view that, although foreign 
investments have increased at a greater percentage rate than domestic 
capital, yet the growth absolutely has been more rapid in capital in¬ 
vested at home than in capital invested abroad.” The computations of 
total capital are those given in the Economunt, November 25, 1911, com¬ 
piled in accordance with Sir Robert Giffen’s method, and are subject to 
a very substantial Tiiargin of error. The figures for capital invested 
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substantially faster than that of the capital wealth of the 
country. In the years immediately preceding tlie war ap¬ 
proximately one-half of the British savings was taking the 
form of increased ownership abroad—about 185 out of 
350—400 millions of pounds saved on the average during 
the years 1910-13. 

The income received from foreign investment multi¬ 
plied itself three or four times during the three decades 
])receding 1914, while the total national income scarcely 
doubled. In the early eighties income from abroad was 
hardly more than 50 million, but by 1913-14 it was in 
excess of 200 millions of pounds; while total national in¬ 
come increased from something over 1,200 millions of 
pounds to about 2,250 millions of pounds.'^ The great 

abroad are much too low. Furthermore the progression of the total of 
capital investment abroad does n<»t accord with the figures given else¬ 
where in Hobson, op. rit., p. 2(H. f.. H. Jenks, The Miprafion of Brituh 
Capital to 1875 (New York, 1927), p. .3^55, estimates Brftish foreign 
ownership in 1875 to have been about 1.2 billion pounds. Of all recent 
estimates of tt)tal British investment abroad those of Sir Cleorge Paisb, 
‘’‘(ireat Britain’s Investment in Other Lands,” Jour. Royal Stat. Sor., 
September, 1909, January, 1911, and Stati.^t S^ipplemejit, February 14, 
1914, command the most respect, though the author do<‘s not make his 
methods of valuation as clear as might he desired. Part of the total was 
arrived at by capitalizing income, part by inspection of reports and bal¬ 
ance sheets to ascertain paid-np capital, and part by taking the issue 
price of securities. The estimates are “gross,” i.e., they make no allow¬ 
ance for foreign capital invested in Great Britain. The totals given of 
approximately three billion pounds (1907) and four billion pounds (1913) 
include a rough allowance for “direct” investment of 300 million pounds, 
which, as his colleagues of the Statistical So<’iety pointed out, was only a 
guess, albeit an expert one. “Direct” investment is presumably that not 
leaving traces in the form of a security issue; the forms of such invest¬ 
ment are extremely numerous. All valuations of capital goods or capital 
resources are difficult and somewhat arbitrary; they may be made on 
any one or several of a variety of bases or “principles.” Valuations of 
foreign investment are apt to be particularly difficult and arbitrary. The 
figures given here and similar figures given elsewhere in the text must be 
taken merely as rough indications; usually they represent either “original 
actual investment” or “nominal value.” A long technical essay might be 
written on this subject—instead of a footnote. 

’-These figures for income from abroad are drawn from Hobson, 
op. rit., those for the later years being substantiated by Paish, op. cit., 
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growtli in income from abroad came partly from the 
growth of the investment, partly from the increased yield 
of previous ventures then improving their condition (as, 
for example, the Argentine and American railways were), 
partly from the almost complete absence of default on 
government bonds as contrasted with earlier periods. 
While in the eighties only about 4 per cent of the na- 
tionnl income was being drawn from ownership abroad, 
by 1903 it had risen to 7 per cent, and at the outbreak of 
the war did not fall far short of 10 per cent. When it is 
remembered that this is entirely an income from owner¬ 
ship, while the estimates of national income include the 
return for all forms of labor, its importance as a source 
of new ca[)ital becomes evident. The equipment of British 
industry and the social structure of the country was grow¬ 
ing increasingly dependent upon the peaceful prosperity 
of the rest of the world. 

During some periods tlie amount of new foreign invest¬ 
ment was substantially greater than that of the income 
received from ownersliip abroad; in otlier })eriods it was 
substantially smaller. The former fluctuated hugely, the 
latter was a rather steady growth ascending witli unusual 

and the Board of Trade Journal, January :U, 1921, p. 152. The estimates 
of total national income for the earlier period are by It. tliffen and L. 
T.evi as given in Stamp, op. cit., chap, xii; those from the later years are 
from A. L. Bowley, Division of the Product of Industry (London, 1919). 
In the following table ligures deduced from diverse sources are brought 
into comparison; 


(Millwns of pounds) 
Income from 


Year 

foreign ownership 

Total national income 

1883 

60 (Hobson) 

1,370 (GiflFen) 

1891 

100 (Hob.son) 

1,600 (Bowley) 

1903 

115 (Hobson) 

1,750 (C.iffen) 

1907 

140 (Hobson) 

1,945 (Bowley revised) 


153 (Paish) 

2,030 (Report of Census 
of Production) 

1913 

210 {Board of Trade 
Journal) 

2,250 (Stamp & Bowley) 


205 (Stamp & Bowley) 

2,300 (Economist, Oc¬ 
tober 10, 1925) 
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rapidity after 1900. In all but two periods, during tlie 
late eighties, and in the years immediately ])receding tlie 
war, tlie new investment was less than the income received 
from foreign investments previously made. Tlie invest¬ 
ment was producing the whole of tlie means for its further 
extension. But during these two ])eriods the contrary was 
the case; other sources of savings were draw’n upon. 

THE CEOCRAPHfCAL SPREAD OF THE INVESTMENT 

''ririiRE WTre few^ governments in the world to w'hich the 
l^iglisli people did not make a loan, few" corners in w'hicli 
some enterprise w’as not financed from London. The 
spread of Englisli commerce, the almost universal range 
of tlie British-owned foreign banks, the huge extension 
of the colonial domain made it natural that IB'itish for¬ 
eign iinestment should be widely scattered. Despite the 
strength of tlu' main currents of foreign investment, this 
diversity w'as sustained - recording both the enduring 
chara(‘ter of the British finaiunal connections, and the 
readiness with which British cajiital entered newdy pene¬ 
trated countries and the ‘'pi<^^‘t'er belts.’' The market was 
ca])acious enough to take care of the large loans of ])ower- 
ful governments. Its financial organizations were supple 
enough, commanded organizing ability and technical coin- 
])etence enough to face novelty of problem and strange¬ 
ness of environment. 

In 1870 British capital was already pk'iying a lessening 
part m the financing of the countries on the European 
continent. All the governments of Europe had earlier 
sought its help. The governments of Spain, Portugal, and 
(xreece had been among the earliest and most disappoint¬ 
ing borrowers; the riders of the many states which later 
formed the German Empire, Austria, Hungary, and the 
Scandinavian countries, had often found aid in London; 
Russian and Turkish bonds w'cre w idely lield. In addition 
to this financing of governments, the British people had 
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supplied, during the early and middle part of the century, 
the enterprise of the neighboring continent. Not only 
ca})ital was sent out to the mainland, but industrial knowl¬ 
edge, directing experience, machinery, and skilled work¬ 
men as well. In Austria, Rhenish Germany, Italy, Spain, 
Roumania, and Belgium, British capital had lielped to 
finance the early railroad building, and English contrac¬ 
tors had carried through the construction. English capital 
and enterprise had pushed through the first im]iortant 
railway in France, from Paris to Rouen—inaugurating 
nearly twenty years of Anglo-French cooperation in rail¬ 
road construction.^-^ Almost up to 1911, an interesting 
reminder of this early participation was to be found in 
the [)resence of a Britisli representative on the Board of 
Directors of the Compagnie de T/Ouest. 

In the closing decades of the nineteenth century the 
British holdings of continental securities declined rather 
tlian the contrary. France attained financial sufficiency— 
became an important lending country, in fact—and Ger¬ 
many moved in the same direction; the yield on their 
securities fell, while the perilous ])()ssibilities of continen¬ 
tal ])olitics grew no less. The financial situation of the 
Russian Government did not give assuranci', while 
throughout the IMiddle and Far East its forw/ird thrust 
collided with the British. From the middle seventies on, 
British investors were selling their ‘‘Russians.” The con¬ 
tinuous borrowing of the Spanish (iovernment, its jiartial 
default in 1872 and perpetual ap])roach to a re[)etition 
of that necessity, caused its securities to be sold to the 
continental markets; in similar fashion the Portuguese 
Government likewise moved from one default to another 
and shook the British faith. After the Turkish bank- 
ruptcy in 1876, the London market tended to refrain 

13 Sec Jenks, o/). cit,, chaps, v and vi. “Thus,” he writes by way of sum¬ 
mary, “(Ireat Britain stood in much the same relation to most of the 
regions of Europe around 1850 that Europe and the United States bore 
to the Orient and South America a half century later.” 
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from further reliance u])on t}ic credit of tliat country— 
despite the existence of an International Debt Adminis¬ 
tration. Of the loans of the Jhilkan governments it took 
only a small fractional share. The chastening intluerice of 
losses suffered, the risks and uncertainties from which the 
financial and political outlook of the continental govern¬ 
ments were never free, made the British investor obdurate 
to their requests. Furthermore, while those circumstances 
which liad invited and stimulated the operations of Brit¬ 
ish capital and enter[)rise on the continent continued to 
diminish, French, (ierman, lieljrian, and Swiss capital ac¬ 
cumulations grew more adequate and their industrial 
competence greater. In construction work, in industrial 
organization, in technical knowledge, the inde])endent 
capabilities of these countries came to rival England’s. 
Thus Paris and Berlin became the borrowing centers for 
sovereigns of eastern and southeastern Europe. It was left 
mainly to the French and (ierman banks, industrialists, 
and engineers to carry tlie machine e(]ui])ment of the in¬ 
dustrial age throughout those regions. The British con¬ 
tractors and their su|)porters took up new chances in 
British India, South America, the plains of Canada and 
Australia, the Fnited States, and the reaches of Africa. 

liritisli capital was turning in greater measure to what 
seemed to computing minds more attractive opportunities, 
and to national sentiment more desirable employments. 
These lay, above all, in the young and agricultural coun¬ 
tries largely peopled by the British race. The populations 
of these countries, their farmers, miners, and builders, were 
on the march, and impetuously following uj)on the fringe 
of settlement railroads were being laid across vast areas. 
British caj)ital entered into the movement, providing, in 
the late eighties especially, unprecedented sums for rail¬ 
road building, land settlement schemes, construction and 
mine operation. The same eager breaking o])en of new 
areas was going on in Argentina, the same headlong pusli- 
ing forward of the railroad tracks, and here too British 
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('U|)ital was willin<i- to risk itself in llic new effort. Hardly 
stnaller were tlie loan retjuireinents of Ilritish India, 
eluefly for railroad construction. During this period, also, 
ti ninititude of enterprisinfr coinpanies were allurino' the 
British investor with the glint of the riches of Africa. 
Within twenty years of the discovery of gold a full fOO 
indhons of pounds were confrihuted hy Ilritish savings to 
purwe tile (luost. Inland from a dozen jioints along the 
African coast railroad systems were headed toward the 
interior, (freat chartered companies, and smaller promo¬ 
tion grc.ujis, found capital for the work of exploration, 
for cultivation, railroad Iniilding, mining. 

These were the chief occujiations of British ca])ital 
during the last decades of the nineteenth centnrv. For a 
while at the end of the period they came to a halt in 
temporary, balked disappointment.'^'The rapid extension 
of agricultural production brought falling food ju-ices 
and fmancial distress in the newly opened areas. The 
speculative land and mining booms ended in a violent 
smash, especially in Australia. Many of the railroad svs- 
Icms of (he (uiited States, financially mismanaged and 
plunged into headlong compefitlon, ceased payment on 
flieir bonds. l-Tonomic and financial maladjustment in 
Argentina ended in default upon all the seciirilies of (hat 
government; while revolution and currency troubles in 
Brazil seemed to make further losses of the'same sort in- 
cMta de. Bepeafcdly throughout the century investors in 
South American lands had seen their calculations defeated 
by such defaults, yet with a faith that was to be justified 
ater on thgy continued to finance their ilevelopment. In 
the nndst of the disappointment the Economist reHecte.l 
timt South American luveslments have for half a century 


tleu ' a.s.sumr,l by th.- beoni, wi.s the f.u't 

M the market value .,f shares of Transvaal yoUl mines an.l explera- 

cen er ' ^ '"7 in|r ,,ro,,erties. Ilv lie- 

cimlHr, 18,)5, the market value had fallen to millittn.s. 
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been a thorn in the fiesli of the Britisli investors, and it is, 
perhaps, because we liave become so accustomed to the in¬ 
fliction that the country lias, time after time, sliov. n its 
readiness to increase the sore.”^-' For u time, prolonged 
almost to a decade by the lioer wars, ]b*itish ca[)ital move¬ 
ments to these new lands were of much smaller ])ropor- 
tions, until people and governments recuperated, im- 
])roved the organization of their economic life, and 
European needs for foodstuffs and raw materials caught 
up to tlie new production. 

Then in the succeeding years of tlie twentieth century 
when the outward flow of llritish capital grew greater 
than ever before, it was to these same countries tliat tlie 
largest volume went. The credit of the Argentine and 
Brazilian governments became firmly and com])letelv 
restored. In these two countries alone the British in the 
seven years from 1907 to 1914 risked over a billion dol¬ 
lars. Canada and Australia between 1900 and 1914 al¬ 
most doubled their railway mileage, c*alling upon British 
investors for most of the needed funds. Britisli India did 
not lag l)ehind. The firm establishment of the gold stand¬ 
ard in the Cnited States, the gradual emergence of its 
railways from l)ankru[)tcv and the ])assage of the iin- 
])roved railway h'gislation, its vast industrial growth, all 
invited the resum])tion of British investment, d'he forma¬ 
tion of the Soutli African I iiion ushered in /i period of 
economic advancement there. 

But in this period British capital also moved in sub¬ 
stantial amounts into distant lands where previously its 
connectiems had been slight. The outlines of the British 
financial em])ire again expanded. The new recognition of 
the cotn))etence of the Japanese people and government, 
aiid the concert of British and Japanese poliev in the 
Far East inaugurated by the alliance of 1902, was fol¬ 
lowed by the increased sale of Ja])anese securities in Lon- 


15 August 20, 1892. 
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don. By 1914 the British holdings of these securities 
exceeded sixty millions of pounds. A substantially equal 
amount of Russian securities were purchased in the years 
before the war. The 1907 Anglo-Russian agreertient 
brought to an end thirty years of refusal on the part of 
British investors; the deepening intimacy of the two gov¬ 
ernments, drawn together by France, quickened the per¬ 
ception of the opportunities offered in the Russian in¬ 
dustrial and mining fields. In China, too, the British 
investment grew. "Fliroughoiit the tro])ics—especially in 
the recently acquired tropical colonies of Africa—private 
comj)anies devoted gT'owing sums to the cultivation of 
tropical products. Tlie British Government, hitherto 
grudging, devoted generous sums for the development of 
these colonies, and began to give its guaranty to their 
loans.The government of the tropical colonics began to 
a{)pear in the London market to finance the extending 
range of economic functions they were taking upon them¬ 
selves. For with the exception of some of the railways of 
British India, Nyassaland and Rhodesia, the railways in 
the British tropical possessions were built and operated 
by the colonial governments. 

The following table gives roughly the distribution of 
British foreign investment, as it was in December, 1913: 

L. C. A. Knowles, The Economic Development of the British Km~ 
pire (London, 1924), pp. 98 et seq. 
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LONG-TERM PUBLICLY LSSUEO BRITISH CAPITAL 
INVESTMENT IN OTHER LANDS” 



Millions of 


Mi!li<ms of 

Within the empire 

pound.s 

Out.'iidc the em/iire 

pou litis 

Canada and New¬ 


The United States 

7.74.6 

foundland 

614.91H 

Argentina 

.310 (» 

Australia and New' 


Brazil 

1 18.0 

Zealand 

416.419 

Mexico 

99 0 

South Africa 

370.2 

('bile 

61.0 

West Africa 

37 3 

C ruguay 

36.1 

India and Ceylon 

37H.820 

Peru 

31 2 

Straits Settlements 

27.3 

Cuba 

33 2 

British North Borneo 

5.8 

Remainder Latin- 


Hong Kong 

3.1 

A meric a 

2.7.5 

Other colonies 

26.2 


_ 



Total Latin-America 

756.6 


1,780.0 





Russia 

110.021 



Spain 

19.0 



Italy 

12.5 



Portugal 

8.1 



France 

8.0 



Germany 

6 1 



Austria 

S.O 



Denmark 

11.0 



Balkan .States 

17.0 



Rest of Europe 

18.6 



Total FAirope 

218.6 



Epypt 

44.9 



3'urkey 

24.022 



Cliina 

43.9 



Japan 

62.8 



Rest of foreign world 

77.9 



Total 

1,983.3 



Grand Total 

.3,763.3 


17 Adapted with modifications from Paish’s table in the Sfdfist Sup¬ 
plement, February 14, 1914. The totals do not include investment in the 
shipping industry. 

1^ For a review of the estimates made of investment in Canada, see 
Viner, op. cit., chap. vi. 

19 See materials presented to the Dominions Royal Commission, 
Minutes of Evidence Taken in Australia (Cind. 7171, 1913), p. 272. 

20 Compare F. Howard, India and the OoJd Standard (London, 1911), 
chap. V. 

21 Paish, op. cit., gives for investment in Russia only 66.7 million 
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To tin's total must be added that investment which took 
place privately, without the intercession of the public 
‘hnoney” market—an amount estimated to be not less than 
300 millions of pounds. But the means are lackini^ for 
assigninii^ in detail the geographical distribution ot this 
part of British foreign ownership; more than half was in 
the British Em|)ire. 

In substantial!V etpia! parts, British capital seems to 
have spught the other ])arts of the empire, and the outside 
world of foreign states. That so nearly half selected the 
lands of the empire is primarily accounted for by the 
huge spread of the imperial domains, the variety of their 
resources, the fertility of the most important units. There 
was, besides, a general faith, which survived the occasional 
shocks received, in the orderlv economic development of 
lands under British rule and in their freedom from politi¬ 
cal disturbance. Furthermore, there was a general a])- 
])roval bestowed u])on investment in the empire which 
gave the act a faint touch of virtue; the economic 
sti'engtliening of the rest of the em])ire through the capi¬ 
tal of the home country conveved a promise of greater 
domestic ])olitical security and commercial benefit. By 
the inclusion of the secairities of the colonial and dominion 
governments in the list of ’‘‘’trustee” securities, by tlie 
passage' of the Colonial Stocks Act of 1900, this favoring 
sentiment was turned into effective [iractice. 

From the time's of Queen Elizabeth, Pinglish invest- 

jxiunds. lUit this is too h)vv. Acoordinp to H. (J. Moulton and L. Pasvol- 
sky, fiussuui Dfhfs and Reconstruction (New York, 11)21), ]){>. 17-21, 
Itritish holdings of Uussian govomnn^nt debt wcr«‘ approximately 56 
million pounds (converting at 9.5 rubles to the pound). A(*cording to 
the eorn]Hitation of L. .1. l.ewery, Foreiqn Capital Iin'estmvnis in Jln^- 
siari Industries and Coimncrce (Iliireau of Foreign and Domestic Com- 
meri‘c, Miscellaneous Scries, No. 121, Washington, 1922), p. 15, British 
capital in Itussian industries amounted to about 48 million pounds (at 
same conversion rate), 'rhere was besides investment in various other 
securities guaranteed by the government and in municipal loans. 

2" Paish's estimate, op. cit., of 18.7 million pounds was certainly too 
small. 
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nicnt in tlie United States had heen siihstantial. Takiiii.; 
all the centuries tonTther, this country was thr n!-,;it('^t 
foreii^n fic'ld of financial adventui’c tor tli(‘ Hritisli ca])i- 
talist. Our wars had embargoed his capilal, our states¬ 
men had criticized it, our state repudiations had einhit 
tered it, and our panics had scared it. .\t tmu's tlie total 
fell rather tlian rose, and certainly its jiroportionati' part 
in the available Ainei'ican capital resourci's fell. ^ ct the 
volume of l^rilish capital invested in this country ^vas 
])n)hal)ly nevt'r irreater than 1913—well over a third of 
the whole JJritish inv(‘stment outside the' einpiiaa Tlic 
t)iree-(|uarters of a billion ])ounds sterling’ was scattered 
over the United States, inv(\sted in our municipal and 
state l)onds, in our lar^rest railway systcans, industrial 
plants, and public utility enterjirises. The earlier invest¬ 
ment in the land and cattle companies of Texas, Arkansas. 
Dakotas, and th(‘ rest of our earlier frontim' r>-i:j;ions had 
iieen mainly licjuidated. The full variedv of liritish hold¬ 
ing's was revealed during the war, when the llritish Treas¬ 
ury appealed to the investors to loan or sell their Ameri¬ 
can securities to the government.'' In the list of those 
obtained by the Treasurv there are 1421 dlfrerent ‘■‘dol¬ 
lar'' bond issues alone (including a handful of (Canadian 
issues) and 389 different American stocks. Railroad bonds 
])redominated in the bond list. Of the stocks a substantial 
])roportion were the “*preferred'’ issues. Tlie largest hold¬ 
ings were in the railway systems and the United States 
Steel Cor[)()ration. 

^J'he British investor was sending his capital where there 
was the growth of youth, and where the land was yielding 
rich(‘s to the initial a])plication of human labor and tech¬ 
nical skill. Thus, with patient disregard for early dis¬ 
appointments, the resources and the extending settlement 
of the Latin-American countries were nurtured. Four 

Report of the Dollars Securities Committee (House of Commons 
Document 212, 1919). 
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times as much British ca{)ital was employed in these coun¬ 
tries at the outbreak of the war as in the financing of the 
governments and enterprise on the European continent. 

The sums invested on the continent were probably no 
greater than they had been a half-century before. That 
separation from affairs on tbe continent, which proved 
untenable in the realm of political ])olicy, was in the in- 
vestmejit sphere substantially realized. 

THE CHARACTER OF THE INVESTMENT 

In the earlier periods of British foreign finance the gov¬ 
ernmental loan business held first place. The great pri¬ 
vate banks had made their fame and fortune by the dis¬ 
tribution of securities of foreign sovereign states. But of 
the total British foreign investment, as it stood before 
the war, only a quarter was in the form of loans contracted 
by governmental bodies—national, state, and municipal. 
U'lie rest was em[)loyed in ])rivatc economic ventures. This 
division does not give an accurate indication of the part 
ap])lied to direct economic purposes. For, of the 1,100 
millions of pounds of government borrowing outstanding 
in London, much over half was used for such matters as 
railroad construction, municipal ])ublic utilities, roads, 
and harbor works. Such was certainlv true of the borrow¬ 
ing of the governments of British India, Canada, Austra¬ 
lia, South Africa, and Argentina, for example."^ After 
the defaults of the eighties the market was not responsive 
to the invitations of spending governments, unless it was 
felt that there was in its domain fresh vitalitv or impor¬ 
tant resources awaiting the steam shovel, the locomotive, 
the plow, or the mining shaft. 

24 For example, G. H. Knibhs, Dominions Koval Commission, Minutes 
of Evidence Taken in Australia (("rnd. 7171, 1913), pp. 292-295, estimat«*d 
that out of the Australian and New Zealand government loans to the 
aggregate of 275.5 million pounds up to June 1912, IGS.l were expended 
for railroads and tramways, and much of the rest for enterprises often 
operated for public profit. 
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In the following ta})le the einploymeiits entered hy 
British capital are grouped in a few main Helds, as of 
December, 1913: 


FIELDS OF EMPLOYMENT OF CAPITAL FLBLICI.Y 
INVESTED IN OTHER LANDS-'> 


I.oans to national and state governments 

Millions of pounds 

Dominion and colonial 

675.0 


Foreign 

297.0 


Total 


972.5 

Loans to municipal governments 

Railway securities 


152.5 

Dominions and colonies 

806.4 


British India 

140.8 


United States 

616.6 


Other foreign countries 

467.2 


'I'otal 


1,531.0 

Mines 


272.8 

Financial, land and investment companies 

Iron, coal, and steel industries 


2H.2 

35.2 

Commercial establishments and industrial plants 


155.3 

Banks 


72.9 

Electric light and power industries 


27.3 

Telegraph and telephone systems 


43.7 

Tramways 


77.8 

Gas and w'aterworks 


29.2 

Canals and docks 


7.1 

Oil industry 


40.6 

Rubber industry 


41.0 

Tea and coffee industry 


22.4 

Nitrate industry 


11.7 

Breweries 


18.0 

Miscellaneous 


8.1 

Total 


3,763.3 


It was for the railroad and mining fields that British 
capital and enterprise felt the strongest attraction and 
displayed the greatest aptitude. By far the greatest part 
of the investment in railways was in the form of bonds 
issued by the railway enterprise or government, or in pre- 

25 Adapted with modifications from the tables of Paish, op, cit. Ihe 
investment in shipping is excluded, except for a minor item. 
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ferred stock; holdings of common stock were small. In 
some of the railway ventures, British participation went 
no further than the provision of all or part of the capital. 
Such was the case of the investment in American, Russian, 
Australian, and Canadian railroads. True, even in these 
ventures a representative of the suj)portiug financiers was 
now and again to be found on the board of directors. 

Ill other ventures the financing groups were given a 
share in the control of construction and operation, as in 
the case of various railways built in China and some of the 
British colonies. In still otlier ventures an outrii^ht con- 
cession was olitained, giving the financing group full con¬ 
trol of operation, as in the case of railways built in Mexico, 
Argentina, Brazil, Rhodesia, British India, and Turkey. 
A very usual arrangement for the exercise of this control 
was the creation of two boards of directors, one meeting in 
the foreign country and giving representation to local in¬ 
terests, one meeting in London and re|)resentiiig mainly 
the bond and stock owners. The degree to which the Lon¬ 
don boards attempted actually to share in the manage¬ 
ment of the ])ro])ei-ty varied greatly in different instances. 
Tjsually they acted merely as agencies bv ^^'hich the actual 
managers ke])t in toucli with British manufacturers, the 
banks and stock exchanges and the Foreign OfTice; some¬ 
times they served as recruiting agencies for the European 
personnel. In the main, their chief preoccupations were 
the selection of the heads of the actual inanagement, and 
the safeguarding of the general financial position of tlie 
company. Still, even this moderate exercise of control from 
abroad was challenged with increasing frequency by the 
go\ernments through whose territories the railways ran. 
What they wanted was the capital and the right to use it 
as they ])leased, whether they were competent or not. In the 
financing of the Chinese railways, the question was alwavs 
one of the most difficult to settle. In British India the de¬ 
mand that the London boards be abolished increased in 
firmness. In the Ivatin-American countries, however, the 
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arrangement worked, up to 191t, vslilioui serious liiteli 
and to tlie common tH*n(dii. 

Almost all of the min(‘ prop(‘i*ties tiuarK'cd hy liritisli 
capital wei*e lu‘ld under liritish control and maiiagenicnt, 
The lij-iiish W('r(‘ tln^ great exploF-(‘rs lor iiiineraK in (lie 
pre-wai* world. American mining interi'sts and linancicrs 
limited tlicdr sphere to th(‘ r(‘Soui*ces ol the I nited Skates, 
Canada, and a few neighhoring Latin~>\merican stat('s, 
especially iMexico. The gold and diamond nunes of South 
Africa and West Africa were almost entiiahy iindca* IC il 
ish management; these made up ov('r halt the ICitiNli in¬ 
vestment underground. In the copper mine> of Africa and 
of South America, they shared ownership with tlie Creneli, 
the Belgians, and the Amerieans. Most of the tin mines ol 
the Malay States and Bolivia were lit'ld in British p()>>es- 
sion. The lilnglish and Scotch mining enginei'rs and mine 
managers ran, bcsidirs, many mining (‘literj)risi‘s held un¬ 
der othei’ ownership, as American oil operators and drill¬ 
ing cr(‘ws do now. 

9die in\(‘stment in oil-producing aiasas w.-m ‘>cattt‘red in 
Persia, Turkey, Jlussia, lloumania, the Dutch In¬ 

dies, and Mexico, It was small compaiH'd to the imestment 
that has been made subsecjuently. The^e prop(‘rties, lik(‘ 
the rubix'r ])hintations laid out in the Malay State>, thi‘ 
coffee' and tea plantations in India, Africa, and Lai in- 
America, operated under liritish manageanent. iMany of 
these invc'stments, like tho>e made in mines and land, were 
of the order which did not become fully productive until 
several years after the ca[)ital was originally raised. Such, 
in fact, was a characteristic of the British imestment. 
Conducting their affairs with order, the participants 
waiited with faith and jiatience for the ground to yield its 
riches or the country to grow. '^Lhe su])reme instance of 
that faith and patience was the South African Chartered 
Company, which continued to be able to secure new ca})ital 
for twenty years after its creation though it never paid 
a dividend. 
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With the spread of empire and the ever increasing mer¬ 
chandise traffic between tlie British Isles and the other 
parts of the world, the British-owned banks abroad grew 
in number and in strength. The volume of tlieir nominal 
paid-up capital was liardly more than a third of the market 
value commanded by their securities—so steadily profit¬ 
able were their operations and so substantial their sur¬ 
pluses. Their cash dividends ranged commonly from 10 
to 20 })er cent. Because of the wides])read use of the 
pound sterling to discharge international debts, and the 
trust inspired by their i-eeord, there fell to these banks not 
only the business of financing trade back and forth from 
tlie British Isles, but also much of the trade between and 
within other countries. In the regions wliere the technique 
of trade financing was little developed, and the means 
thei‘elor small, or where the necessary business ex])erience 
and probity were lacking, or where the Huctiiations of the 
local currency gave special place to the stable Knglish 
])(>un(l, they found their greatest opportunity—in the Far 
and Near Fast, in British India, Fgypt, and the ^Vfrican 
colonies, and throughout Latin-Amei’K*a. On the continent 
oi Fiiro]X', too, they were not without importaiicca though 
tending to withdraw before the competition of the (ier- 
nian and bia’iich hanks. " Outside of the continent there 
was virtually no comjietition until ihe decade of the 
eighties. 1 lier(‘aft('r the (lerman and kh’ench systems of 

-•'Most of tht‘ Urilivii bunks on tlu' continent were laiinched before 
]S7() in tlie era when tlie (’redit Moliilier was pressing forward with its 
^•areer of industrial tinanrin^. ‘‘Banks aboun<i whose familiar names in 
ev(‘rv variety sn^j'^a’^t the one })ervadinp fact of tlie marriage* of British 
capital with foreign demand. There is tlie Anglo-Austrian Ibink, the 
Anglo-Italian IbinU, the Anglo-Kgvptian Bank. There is tlie English 
and Swedisli Bank; there is the l^ritish and Cvulifornia Bank; there is the 
Tendon and Ilambiirfr ('ontinental Kxeliange Bank; there is the London 
and Brazilian Banh. the L.ondon Buenos Ayres and River Plate Bank; 
and one hank wisliniL’' to outstrij) all other banks in the ambition of 
its title, ealls itself the hairi'pean Bank.” Viscount (bischen, ‘‘Seven Per 
kvnt, Hdnilninjli /w cd le, .) anuary, 1865. 
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foreign banks began to duplicate the spread of their o|>ora" 
tions except in regions under the liritish Hag. 

From 1870 until after 1900, British inv^estinent in com¬ 
mercial enterprise and industrial manufactures abroad 
grew but little. In these fields the domestic capital of grow¬ 
ing nations like the United States tended to resent tlie 
coniyjetition of foreign capital; while on the other haiid it 
was not always easy to win financial supjjort in (ireat Brit¬ 
ain for ventures which might com[)ete with the production 
and export trade of home industry. Besides, undertakings 
in the industrial fields were risky, difficult to manage well 
from a distance. "Uheir success depended upon a thorough 
understanding of the local market and its changes. Greater 
adaptability and knowledge of special conditions were 
needed than in most other branches of financial enterprise. 
Too, most commercial and industrial operations were in 
that earliest period organiz.ed on a smaller scale than rail¬ 
way, public utility, and mining operations—more an 
affair for partnerships than for large cor[)orations. But, 
in the decade before the war, British investments in these 
fields extended —created jute mills, cotton factoibes, en¬ 
gineering works in British India, iron and steel and paper 
nulls in Canada and in llussia, tobacco c’ompanuvs and tle- 
partment stores in Argentina. 'Tt would aj)peai\’' as Hob¬ 
son has said, ‘’‘that the obstacles in the wav of successful 
foreign investment in manufacturing (were) being over¬ 
come.”*'' Improved communications and the progress of 
standardizatioii jirobably diminished the insk. 

This summary analysis can give but a poor notion of tlie 
actual variety of British private enterprise abroad. There 
are few branches of profit-making activitv in which to 
large or small degree it did not venture. Strong risks, bad 
climates, isolation, did not deter the Knglish yiromoter and 
organizer; young men were willing to risk their cai*eers 
where capital was willing to risk the losses or gains. Still, 

27 Hobson, op, cit., pp. 159-160. 
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contrary to tlie usual idea, the major portion of the lirit- 
ish investment was in the form of securities yielding a 
fixed return.^* Almost all of the large public issues for 
governments and public works were in that form, and in 
these the major portion of the investment was amassed. 
Among the smaller issues, those of a million pounds or 
less, common shares were more frc(|uently sold, taken up 
fii'st by promotion and investment companies, tlum later 
sold to the |mblic. It was these promoting groups, the 
investment trusts, the smaller })rivatc bankers who ac¬ 
cepted most of the initial entre])rcneur risks rather than 
the general public. Still to this rule there were notable ex¬ 
ceptions, as in the case of the South African gold mines 
and the Chartered Companies. The shares passed on to the 
public were often those whose prospects the ])romoting or 
linaiicing groups held in doubt. Despite its mistakes, how¬ 
ever. that public by and large shared in the gains of for¬ 
eign investment. The British capital that went abroad 
prospered, though its owners often needed a more than 
usual share of ])atience. 'J'hat thev jiossessed. 

U. A. Lclileldt, Jt/iir. Roii'd S<k\, Jamiary, 1911 ^, p, 199 . 



CHAPTER II 


FRENCH FOREIGN INVl.STMEN^l 

THE WORLD OK SAVING AND THE WORLD OF I.ENDINC 

T he French people paid the five hillion francs in 
deinnity which was ini])osed upon them as a conse¬ 
quence of their defeat by Prussia, mainly out of 
the interest proceeds and sales of their previous foreii^n 
investment. Hardly had the last payment been met in 
August, 1873, when the outward movement of capital was 
resumed. During the succeeding half-century Paris came 
to rival I>on(lon in the volume of capital made available 
to foreign borrowers. In particular it became the center in 
wliich the drama of financing the other governments of 
continental Europe was played out. Capacious, stable, 
and with prevailing interest rates lower than elsewhere, 
the Frencfi capital market was, for some types of borrow¬ 
ing, the most attractive of all. From 1875 to 1914 the 
average annual official rate of discount in Paris never rose 
as liigli as 4 per cent; for most of the period it hung 
close to 3 per cent; in the late nineties it fell to 2 per 
cent; by 1914 it had climbed to 4. These were the lowest 
rates in the world. 

It is not in the rapidly enriching returns of new in 
dustrial mastery nor in the resources of imperial domains 
that the source of the loaned capital is to be found, but in 
a combination of less spectacular conditions. These were 
the variety and steady operation of the French economic 
system, the cheerful industry and almost impassioned 
economy of the French people (both these had the quality 
of art in them, somehow), and the attraction which the 
land held for foreign peoples. Until 1890, especially, 
French industry grew very slowly, and even thereafter it 
utilized much less machine and power equipment than that 
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of Great Britain or (ierinany. The tradition and instinct 
ran toward individual design rather than mass produc¬ 
tion. ‘‘France remained to the end a home of artistic 
trades, of ateliers, of small workshops, many of wliich 
used no power.”^ This type of industry made less call 
upon the savings of the people than did the other type, 
though also ])roviding a smaller volume of production 
froin^which savings might be made. Again, in the develop¬ 
ment of tile industries whose life was drawn from recent 
scientific discovery, the chemical and electrical industries, 
France moved more slowly than its neighbors. Hence, its 
people were not called upon to finance a vast and rapid 
transition to the more complicated industrial system which 
rests on these industries. But with their own technique, 
with their preference for the modest-sized establishment, 
the individual workbench, the Frencli worked with a zeal 
that fell little short of genius. 

The factories and workshojis occupied fewer of the 
])eople than in the other states of Western Europe, the 
farms and pastures more." Hence France lived largely 
upon itself, felt less urgent need of foreign products, 
tended to draw gold unto itself, to have a relaxed credit 
situation. In the villages, towns, and small cities of the 
provinces, there was little pecuniary display, little lux¬ 
ury, much sobriety of living, cauticnisness in spending, 
economy often described as “pincliing meanness” bv the 
French authors. Social hai)its changed but little. Family 
ties were strong. I'lirough days of laborious application 
and self-denial the French familv, of the cities as well as 
the ])rovinces and farms, nourished the will and deter¬ 
mination to save, found warmth of assurance in [)atientlv 
accumulated sums. If circumstances favored, the head of 

iJ. II. Clapliain, Erovomic Dev flop merit of France and (rermani/^ 
1S15-19E^ (Cambridp:(*, 1921), p. 258. 

2 In 1878, 67 per cent of the French people lived in communes whose 
“chef lieu’' contained less than 2,000 inhabitants; in 1911 this had been 
reduced to 55.9 pt'r cent -a .smaller shift than was occurring’ in any 
of the lending countries of Europe or wen in the United States. 
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the family ])lanned for the closing years of life, secure in 
the income of these accumulations—a rentier, enjoying 
the limited but steady receipts of his collection of slowly 
acquired bonds. This desire for security, for a period in 
which life could be enjoyed without labor, was ninong the 
influences which kept French families sni/ill, and the ])oj)u- 
lation stationary. 

The pace and nature of French economic organization 
tended to favor a com|)aratively even distribution of 
wealth, a widespread holding of small properties and small 
savings. The registers kept of the holders of French Gov¬ 
ernment and railway securities, of depositors in savings 
banks, of inheritances, all combine to show the j)resence 
of millions of small savers, of perhaps, in 1914?, ten million 
in a country of about forty million [) 0 |)u]ation.^ The in¬ 
heritance laws, which recpiired a division of the property 
among the heirs, assured the wide distribution of landed 
and other “real” ])ro[)erty. Despite some moderately large 
fortunes, chiefly in and about Paris, the capital which 
France had to invest abroad was diffused very widely 
among its ])eople. The total income and the per ca{)ita 
annual income were small compared to that of the Fnited 
States—less than two hundred dollars per [)erson in 1913. 
Yet always a substantial ]>art of this annual income was 
turned into the channels of savings. Two to three billion 
francs (then their gold value was 5.18 francs to the dol¬ 
lar) were saved each vear during the closing decades of 
the nineteenth century, even though during much of this 
period the countryside suft*ered from depression, industrial 
development was slow, and the losses suffered at the hands 
of bad debtors large.^ During the years of the twentieth 

3 A. Neyrnarck, Fhiancfs Contempnrnines (Paris, 1911), VII, 129. 

^ There are wide difTerences in the various estimates of French pre¬ 
war savings, owing partly to the differences of meaning attached to the 
term by different students, partly to the u.se of different methods of 
eomputation. The most consecutive studies are those of R, Pupin, La 
Richesse de la France devant la Querre (Paris, 1916), and La Richesse 
Priv4e et Finances Franqaises (Paris, 1919), which used the method 
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century this fund of savings grew, readied four, then five 
billion francs each year. 

Much of the saving sought the liquidity, the presumed 
safety, of investment in securities. French industry did 
not call for it all, and could not then offer as high returns 
as did foreign petitioners—even when judgment was 
passed upon relative risk.® The unexplored natural re¬ 
sources^ of the country were small. The rate of traflic 
growth did not appear to justify the thorough I’econstruc- 
tion of railway lines for greater power, speed, volume, or 
economy. New lines of manufacture developed, new tech¬ 
niques of invention and operation were accepted, but less 
rajiidly than in foreign industrial centers. There was no 
swift, incessant recasting of the fixed capital plant of the 
country. For what capital extensions and improvements 
many of the French industries, such as the textile indus¬ 
tries, undertook, they were self-sufficient, able to finance 
themselves without fresh ])ublic appeal to the investors. 
The virtually stationary ])opulation made urban construc- 


of inrasuriiip^ the growth of wealth, making allowance for price changes. 
According to his computations the annual savings were: 

Average 1875-9S 2 billion francs 

Average 19013-11 3.5 billion franc.s after allowing for losses. 

By 1911 the annual savings were something over 4.5 liillions. In his later 
study the annual average for 1911-14 is })ut at something over 5.0 
billion francs per year. 4'hese calculations are cl(*.se to those of C. Hist, 
Itevup de Paris, December 1, 1915, and of ,1. I.escure, L’^Jpargne en 
France (Paris, 1914). 

Indication of th<* difference of return in comparable French and 
foreign securities at different periods is found in the comj)utations of 
Pupin, La IFichesse de In France devnnt la (Juerre, p. 59: 


Year 


Per cent French 
securities 


Per cent foreign 
securities 


1878 4.12 5.50 

1003 3.13 120 

1011 3.40 4.02 

Ihese calculations are based on the .same assum})tions as were used in 
figuring the return on British investment. M. Thery at the meeting of 
the Sociid^ d’ftconomie Politique Nationale, April 18, 1900, estimated 
that the yield of French listed securities during 1897-99 was 3.21 ))er 
cent, of foreign 4.28 per cent, on their market values. 
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tion and development less urgent than elsewhere. Nor was 
there a constant utilization of the stream of savings by 
the national government for its public purposes; its bor¬ 
rowings were small between 1890 and 1910.'^ The com¬ 
munes and municipalities borrowed by direct contact with 
state-controlled institutions such as the Credit Foncier, 
and Caisse des Depots et Consignations. Hence from these 
sources tlie volume of securities offered the investor was 
comparatively small. The rate of return on the bonds of 
the French governmental bodies and of the stronger 
French industrial enterprises fell continually till the mid¬ 
dle of the nineties. Thereafter they rose somewhat but 
still offered narrow lioj)es to savers who were arduously 
building an annuity for their later years. The French 
rente yielded, bv way of illustration, less than S per 
cent during the period of lowest interest rates in the nine¬ 
ties, not much more tlian 3"* ] j)er cent in the years of 
higher interest rates before the war. 

From the outer world better paving offers and pro- 
])osals came and French savings accepted them. Other 
governments, whose credit seemed to shine bright, made 
l^iris the focus of their financial plans. They came to the 
French investor for the means of meeting the deficits 
which their own taxpayers would not or could not meet. 
Out of the small black purse of the French bourgeois, the 
llussian monarchy could draw the substance for its monu¬ 
mental ])lans, the Austro-Hungarian Empire e(}uip itself 
with railroads, banks, and factories, the Turkish Sultan 
spend without accounts, Italy endure the anxieties of the 
first years of unification, the small Balkan states estab¬ 
lish their national existence. Besides, the French banks 

6 The Credit Lyonnais in its annual report for 1909 estimated that 
from 1892 to 1908 the public loans of the government, st.ite, cities, and 
colonies had been: 

In France 1.9 billion francs 

In Germany 13.6 billion francs 

In Great Britain 11.4 billion francs 
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and syndicates drew French savings after them to the 
promising opportunities of lands not able to finance or 
construct the stone and steel foundations of modern in¬ 
dustrial organization. Railroads, bridges, ports, gas and 
power works in Russia, Turkey, and Latin-America were 
built, the shovels were set to dig a canal across the narrow 
strip of Panama. Or, attracted by some glimpse of sudden 
fortui|e, some jirivate decision, the man of capital would 
reach out to purchase on a foreign stock exchange shares 
in a South African gold mine or the growung Royal Dutch 
Petroleum Company or the Canadian Pacific Itailroad. 

The small French investor grew accustomed to the ])ur- 
chase of foreign securities. His first funds went into the 
bonds of the IVench Government or French railways; as 
the board increased a Russian bond w^ould usually follow, 
its annual coupon rate a little higher; then as the increase 
in savings continued, he added a wider variety of foreign 
holdings, still better paying. The current offerings in the 
later years resembled, in their exotic composition, the stu¬ 
dents at the French universities and the visitors on the 
Paris boulevards. French finance liad tlie same thriving, 
cosmopolite activity as the rest of Paris business, the same 
tolerance and indulgence for difference and weakness, the 
same disposition to strike a bargain with these qualities. 
In the diversity of its connections and transactions, its 
w illingness to deal with all comers, its zest for strangeness, 
the Paris market sur[)asscd I.ondon and Berlin. The world 
of saving was a sober, stationary, jiroviiicial one, of jilaiii 
black suits, gray aprons and stiff bombazines. The world 
of investing was a mixed, transactional, Parisian one 
bringing together the figures of finance, public affairs, and 
journalism with the borrowing representatives of the races 
of the continent, of the Latin-American states, of the 
whole circle of the Mediterranean coast. For these, or 
many of them, Paris was the financial capital, as it was 
the intellectual and culinary one—a place toward which 
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it was easy to become a debtor. Paris took in their securi¬ 
ties as it did their presences. 

THE ROLE OF THE FRENCH BANES 

The banking mechanism through wliich these foreign 
securities were distributed into the ])ossessi()n of millions 
of Frenchmen, centered in Paris. Practically all of the 
larger loans were arranged through the agency of one or 
more of a small group of powerful banking houses. Dur¬ 
ing the earlier part of the century a few great private 
banks had held complete sway of the security business. 
Of these private banks the Paris house of Rothschild was 
the head, whose participation had been indispensable to 
any foreign loan of the first magnitude. The houses of 
liottinguer, Verncs, ]\Iallet, iVIirabaud, Dc Ncuflize, were 
among the less wealthy but highly respected institutions 
of the same type, known as a grouj) as the Haute Ihinque. 
It was with these banks that sovereigns dealt. Rut even 
before 1870 their part in the direction of French ca]jital 
investment had greatly declined in the face of the com¬ 
petition of new types of banks. These had a broader power 
of attracting popular savings, a disposition to push for¬ 
ward business whose risks frightened the private banking 
houses which had not limited liabilitv and which managed 
their own fortunes. The important part jdayed by the 
Rothschild firm in bringing out the loans required to ])ay 
the G crniun indeiiinitv was almost tlic last sign of past 
suj)rcmacy given by private banking circles. The defaults 
of many of the foreign governments whose securities they 
had introduced, of Spain and Portugal and Greece, the 
ii citations caused by Austria and Italy to the holders of 
their bonds, had shown their fallibility, thinned the somber 
aura of their reputation. But the private banks remained, 
right up to 1914, solid and important among the security- 
issuing houses. From them came part of the capital and 
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directing owiienship of the newer institutions. Rarely did 
they make any large independent offerings. But their 
capital power remained great and their cooperation re¬ 
mained necessary to the other issuing syndicates for they 
continued to administer many of the large private for¬ 
tunes. Besides the great Paris firms that liave been men¬ 
tioned, were a large number of smaller banks in Paris and 
the provinces, ])laying a similar part, but often more spe¬ 
cialized, more given to handling smaller ventures, more 
apt to kee[) permanent place in the enterprises which they 
financed. 

'^J'he newer banks were corporate institutions with 
limited liability, and wiHi widely diffused ownership. Two 
groups were recognized among them, the Banques D’Af- 
faires and the Banques dc Depots—the Industrial Banks 
and the De])osit Banks.' Of the first grou[> the ill-fated 
Credit Mobilier, formed in 1852 to challenge the doini- 
n/ince of the Rothschilds, was the forerunner. For fifteen 
years this pioneer carried forward with cumulative ca})ital 
burdens and immobilized assets, an ambitious program of 
financing and controlling industrial enter])rise, then 
smashed -leaving its example to be corrected by succes¬ 
sors. These came, doing the same l)usiness of ])romotion, 
financing, and issue. A few survived and became powerful 
in deciding the uses of French capital. Oldest ami strong¬ 
est of all was the Banqiie de Paris et Pays Bas. Tlie 
lhanque de T/Union Parisienne, the revived Crfalit Mo¬ 
bilier, the Banque Francaise pour le Commerce et T/In- 
dustrie stood out among the others. These Industrial 
Banks had large share capitals, and a small number of 
wealthy (le])ositors and clients, chief among which were the 
companies they organized, financed, and sometimes con¬ 
trolled. Each looked largely to the foreign field. They had 

^ See E. Kaufmann, La Banque en France (Paris, 1914.), E. Bcildy, 
Lp 9 Banques cVAffaires en France (Paris, 1922), H. C<jllas, La Banque 
de Paris et des Pays Bas (Dijon, 1908). 
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tlie capacity and daring to undertake government loans 
which other markets were reluctant to risk and often pro¬ 
vided the impulse to foreign industrial developments from 
which investors of other lands turned or asked a liigher 
price. Kach held in its portfolio the shares of other banks 
located abroad in whose control it shared; each founded 
foreign branches. The'subordinate institutions of the 
Ihxmjue de Paris et Pays lias alone make a formidable 
list; they were the center of important financial enter¬ 
prises in Russia, China, Bulgaria, Ja])an, INIoroceo, Rou- 
niania, Italy, Mexico, Belgium, Holland, and Switzer¬ 
land. So, too, with the other Industrial Banks. 

Of almost every large investment operation on the con¬ 
tinent of Europe involving foreign financing these banks 
were a part, and usually a partner. Between themselves, 
and with the Deposit Banks, there existed a large measure 
of accord and cooperation. Occasional rivalries did not 
seriously modify mutual consideration for each other’s 
s[)ecial fields of operation, and did not deter the combina¬ 
tion of strength for large ventures.® Upon the De])osit 
Banks, these Industrial Banks leaned heavily for aid in 
file sale of the loans they brought to Paris. For their 
])owers of sale to the public were below the pace and en¬ 
ergy of their numerous operations. Consortiums were 
formed which at their greatest included all the ])owerful 
units of the two groups. 

It was through the Deposit Banks that the scattered 
savings of the French were most effectively reached. Four 
possessed hundreds of branches whicli extended to every 
corner of the land—the Credit Lyonnais, the Comptoir 
Nationale D’Escompte, the Societe Generale and the Cre¬ 
dit Indust riel et Commercial. Warned by early experience 
they had turned their energies primarily to the conduct of 

s Evidence of M. Ullman, Director of the Comptoir D’Escompte, in 
Interviews on the Banking and Currency Systems of England, Scotland, 
Prance, etc. (National Monetary C^ommission, Washington, 1910 ). 
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a regular banking business in short-time credit, in money 
transfers, in self-liquidating commercial financing. But 
gradually, through their branches, their crowds of de¬ 
positors who welcomed advice, their traveling security 
salesmen, a vast business in securities was carried on over 
their counters, while any great immobilization of capital 
was avoided. Government securities were the favorite me¬ 
dium of this trade. Now and again the Deposit Banks ar¬ 
ranged the issues themselves, dealt directly with the bor¬ 
rower and bought the loan outright, or on option, as did 
the Credit Lyonnais with the llussian Government. But 
far more often the loan was arranged and underwritten 
by the Industrial Banks, and tlie Deposit Banks par- 
tici])ated in the selling syndicate, or sold merely on com¬ 
mission. Equipped with a knowledge of tlie state of their 
customer’s account, acquainted througli local rc])resenta- 
tives, tlie recommendations of these hanks amounted to a 
sale.^ So elfective was their distributing power, es[)ccially 
that of the Credit I>younais, that large issues of securities 
could be dis[)osed without public ofiering, by direct sale 
to their customers over the counter. 

Such were the main elements in the financial ortrani/a- 
tion through which a substantial j)art of h'rench savings 
found cin}jloymcnt. That so much of it found em[)lovinent 
abroad rather than within France, is, in the controversial 
literature of the subject, laid up to the character of this 
hanking system rather than to the general conditions of 
l'’rcnch life and industry^'’ It was charged that the bank¬ 
ing system exploited the passivity, prejudices, and con- 

9 Kvidence of Baron T3rincard, Director of the Credit Lyonnais, in 
Interviews on the Banking and Currency Bystems of England, Scotland, 
Francetc., op. cit. 

This controversy wa.s extraordinarily widespread. Its leaders wrote 
under pseudonyms. Lysis led the attack; his criticisms were rejiublished 
in a lar^e volume, Eolitigue et Finance d'Avant-Ouerre (Paris, 1920). 
Testis led the defense, Le Hole des i^tablissements de Cr^^dit en France 
(Paris, 1907). 
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servation of the Frcncli people, rather than stimulated 
their industry, their inventive genius, their organizing 
capacities. If, the argument continued, that had not heen 
so, tlie capital would have found l)elter occupation within 
the country. This judgment made a major influence of 
wliat was a subsidiary one, a first cause of what was a 
secondary one. Still when due allowance is made for ex¬ 
aggeration, an element of truth remains in the o|)inion. 
Tliose institutions which dominated the securitv markt l 
favored, because of their liquidity and the ease of place¬ 
ment and of ])rofit, the larger security issues, especially 
those of goyernments. They did not concern themselyes 
primarily with the foundation and continued superyision 
of industrial enterprises; they issued bonds rather than 
stocks. Eyen the Industrial Banks tended to end their 
connection with the enter})rises they financed, unlike the 
(lerman Great Banks. The banking system facilitated the 
contented and routine ways of French economic life. It 
did iKjt through determined leadershi[) impart to industry 
a driye toward constant imi)royement, toward '‘'efficiency’' 
and technical change. Whether any special duty of "‘lead- 
ership ’ rests upon the banking system of a country, 
whether France was not more fortunate and content in 
its actual regime than it would hayc been with a more 
intensified industrial life—these are questions that must 
be left for others to resoKe. 

THE GROWTH OF THE FOREIGN IXyESTMEXT 

In the current chronicles the outward moyement of French 
capital is registered and remarked with yaried detail— 
notes of loan arrangements concluded, enter])rises begun, 
securities admitted to trading on the stock exchange, con¬ 
versations with foreign governments, ups and downs of 
price. But still, as in the case of the British foreign in¬ 
vestment, it remains impossible to make certain and pre¬ 
cise measurements of the movement. 
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From what material exists the following table is drawn: 


FRENCH FOREIGN INVESTMENT 
(of long-term or permanent character)n 


Annual average of period 

Amount (millions of francs 

1871-75 

Very little 

1876-80 

-50 to +50 

1881-85 

None or very little 

1886-90 

4b‘3-533 

1891-96 

519-619 

1897-1902 

1,157-1,257 

1903-8 

1,359-1,459 

1909-13 

1,239-1,339 


For fifteen years after the conclusion of the Franco- 
Prussian War, as tlie table indicates, French foreign in¬ 
vestment grew hardly at all. In the decades of the fifties 
and sixties France had been a venturesome foreign in¬ 
vestor on a large scale, ^riie sovereigns of Italy, Spain, 
Austria, Ilungarv, and Portugal, among others, went into 
debt to the French ])eople. Stimulated by the example of 
the Jiritisli, French contractors, engineers, bankers, and 
di])lomats, liad united their efforts to construct railways 
in these lands. I)e Lesse])s had started the Suez Canal in 
1859 and com})leted it by I8G9. French syndicates op¬ 
erated gas works, mines, tramways, banks, in a dozen 
countries. In 18G9 there were officially listed on the Paris 

11'riiis table is lakci!, with some modifications, from H. G. Moulton 
and C. I ewis, Tho French Debt Problem (New York, 1925). Derived 
as it is from a study of the other elements in the French balance of 
int(‘rnational indehtediiess, this table is more guardedly and correctly 
entitled by its authors “Net Income Available for Foreign Investment.” 
On the w'hole this table fits well with various other estimates (rnadt^ from 
tax returns or other sources). The figures given by Moulton and Lewis 
in their original tables, however, for lH7()-80, are -50 to }-50; for 1881- 
85, —102 to —2; from w'hich it would follow that the total French foreign 
investment declined during this period. While that is possible, it is 
unlikely; the estimates made by Neymarck for 1880 and 1890 tend to 
show a small increase, Bulletin de IJinstitut International de Statis- 
tique, 1913, Vol. XX, Part II, p. 1406. For the years just prior to the 
war other competent estimates give higher totals than those presented, 
e.g., Pupin, La Richesse Priv^e et Finances Franqavtes, p. 25, puts the 
new investment of 1912 at 2,233 million francs, for 1913 at 1,895 million 
francs. 
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Bourse 109 foreign securities, of which about one-half 
were the bonds of foreign governments. 

All this activity was interrupted by the war with Prus¬ 
sia, the defeat, the period of financial mobilization to meet 
indemnity payments. All available liquid capital was 
needed for that latter ])urpose. 'i'he yield of the Prench 
(Jovernment securities went up to 6 per cent. Some of 
the stock of foreign securities previously acquired were 
sold to purchase those by which the indemnity was met. 
During the next few years many foreign governments 
came to borrow, and the private banks and industrial 
banks launched their enterprises in and out of Europe— 
railroads and mines in Spain, Austria, Turkey, and 
Russia, banks in Egypt, Mexico, Haiti, and the Balkans, 
nickel in Caledonia, guano in Peru, the canal at Panama. 
But each vigorous resumption of foreign investment was 
cut short by shock and loss. Panic s])read from Germany 
in 1873. During the middle seventies, the bonds of the 
Egyptian and Turkish governments, on whose weak 
credit the French investors had wagered huge sums, went 
into default, as did those of various liatin-American states 
and American railroads. The seventies had seen the foun¬ 
dation of the new Industrial Banks with large capital, 
widely held; the eighties witnessed their difficulties and, 
of most, the end. I/Union Generale, most enterprising 
of these promotion and flotation banks, sought glory 
with too great a speed and failed, leaving great loss be¬ 
hind, and the memories of a frenzied b(X)m. This parade 
of mistakes and losses, for a time, caused French investors 
to withdraw from doubtful commitments abroad—-till the 
falling interest rate in France roused them again to seek 
high return in South African gold mines and the building 
of a canal across Panama. The banking and other failures 
of this period did not ])ermanently turn either the savers 
or the banks aside from foreign investment. But now in¬ 
creased em])hasis was put upon liquidity of assets. The 
Deposit Banks would handle only securities easily dis- 
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tributed, the Industrial Banks bent in the same direction. 
The bonds of governments seemed best to meet their need 
of safety and liquidity, and in the same preference the 
investors joined. 

Idle late eighties saw the revival of foreign lending on 
a larger scale, and in tlie nineties it rose to double the 
volume of any previous period. Russian deficits and Rus¬ 
sian Railroads were financed without stint after tlie forma¬ 
tion of the Alliance. New and strengthened Industrial 
Ibinks were forming strong connections throughout the 
continent. The difficulties created in London by the 
Baring failure opened the way to new ventures throughout 
I.atin-America. In Argentina, Brazil, and Mexico, French 
capital grew important in the financing of the public au¬ 
thorities, the railways, banks, mines, and mortgage com- 
(lanies. ddiis increased sweep of foreign investment was 
sustained up to 1914, despite the upward trend of in- 
tei-cst rates in France wliich began in 1898. AVhile the 
public securities of the Kuropean creditor countries fell 
in value, tliose of governments ])reviously deemed poor 
risks, improved. The lionds of the governments of Ar¬ 
gentina, Brazil, Mexico, Italy, and Japan, increased in 
market value, yet continued to oifer higher yields than 
domestic securities. Failures and defaults had fallen off, 
and the market forgot old fears, while those countries 
which relied mainly on French capital appeared no nearer 
self-sufficiency. Each year the new foreign investment ex¬ 
ceeded substantially a billion gold francs. 

It was to Paris primarily that all the belligerents of the 
Balkan wars looked for the means of consolidating the 
indebtedness left by tlie war, of organizing newly acquired 
territory, of building larger armaments against the next 
conflict. It was on the same market that Russia primarily 
leaned, on which the Austro-Hungarian governments 
would have liked to lean. Toward its fulness Japan and 
Fhina became increasingly attracted. Upon Paris these 
demands converged in the two years just prior to 1914, 
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while all the money markets of Europe were utuler strain 
and interest rates were leaping. The French (iovernment 
stood guard over the nation’s savings, so that they miglit 
be exchanged for favor or privilege, and the banks re¬ 
sembled embassies. All the while the carefully matured 
hopes of millions of small rentiers became more and more 
dependent upon the maintenance of peace througliout the 
continent. 

How the gross foreign ownershijj of the French people 
grew is shown in the following table: 

TOTAL FRENCH FOREION INVESrMlhN 


Year 

Amount 

(billions of francs) 

1870 

12-U 

1880 

15 

1890 

20 

1900 

28 

1905 

31 

1910 

40 

1912 

42 

19U 

45 


Tile more than triple i^rowth within the period surveyed 
far outran the growth of the total capital wealth of the 
country. In 1914, that 45 billion francs of foreign owner¬ 
ship was not far short of one-sixth of the total national 
wealth (which was around riOO billion francs), while in 


i-This is drawn from a numl)er of estimates, particularly that of 
Leon Say for 1870, Neymarck and Thery for intermediatt* years, and 
(kflson for 1911*. The totals I have g^iven are “gross,” i.(‘., no deduction 
IS made for foreign holdings of French securities; they include invt'st- 
rnent in the French colonies. 

I'hese are only ajiproximate pro])ortions. 'rhe following table of 
estimates made by various French authorities is not corrtrted for dif¬ 
ferences of method or scope, as the necessary facts are lacking. All these 


timates are 

of total wealth of the French 

people, in 

billions of francs 

1878 

209 ( Pup in) 

1900-8 

220 (Stain])) 

1883 

220 (Pupin) 

1908 

287 (Thery) 

1893 

251 (Pupin) 

1911 

285 (Pupin) 

1899 

229 (Colson) 

1913 

1302 (Colson) 

1902-3 

200 (P. Leroy-Beaulieu) 

1914 

295 (Stamp' 
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1885 it had been, perhaps, one-twelfth.^^ During the thirty 
years before the war, around a third of tlie increase in 
French wealth was in the extension of Frencli ownership of 
})r()pcrties outside of France and in the growing volume of 
debts owed by foreign governments. 

During tlie same tlirec decades the national income in¬ 
creased by little more than half, while that derived from 
foreign loans and investments tripled. In the early eighties 
the average annual income from such loans and invest¬ 
ments was well short of 600 million francs, and in the early 
nineties about 700 millions; by 1914 it had grown to ex¬ 
ceed 1900, perhaps 52,000 million francs.\Vhile it made 
up ])erhaps 2 })er cent of the total national income in 
1885, it had risen to about 4 ))er cent in 1900, and at 
the oulbreak of the war was almost 6 ])cr cent. Again 
in weighing these figures it must be recalled that the 
estimates ot national income include the return from all 
forms of labor, while that from abroad is entirely drawn 
from ownershi]). "I'his income was the growing margin 
from winch new savings were most (*asilv made, the source 
of supply on which french industrv and government 
might draw by bidding, the How of [)aymenfs which drew 

^ ‘ In the followin^r tables estimates are piven of ineome derived from 
foreipii iTiv('stinent taken eiiiefly from Moulton and L.ewis, op. rit., and 
total national ineome taken from various aiithoritits: 


Annual 

Income from 
foreign inv( .sfmt nl 


Total French income 

Average 

(Millions of fr<inr.<s) 

Yea rs 

(Billions of francs) 

lS7()-80 

SOlMiOO 

1878 

21.9 (Pupin) 


1881-85 

480-580 

1892 

29-30 (Thery) 


1880-90 

515-615 

1893 

2 4 (Moulton & 

Lewi 

1891-96 

610-740 

1889-1901 

26.2 (Colson) 

1897-1902 

915-1,015 

1903 

27.8 (Colson) 
32-35 (Hist) 


1903-8 

1,315-1,115 

1913 


1909-13 

1,705-1,805 

1911 

37.5 (Stamp) 



The estimates of ineome from abroad are net, after deduction of amount 
due foreigners on French securities. For the later ytars especially they 
are lower than those gi\en by other authorities, e.g., Pii})in, Felix, 
Meynial and (^)Ison, whose figures range from 1,900 to 2,d0o’million 
francs for 1913-11. 
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gold into France and made possible that steady low in¬ 
terest rate from wliicli French commerce benefited. 

During all periods, save perhajxs a few years at tlie 
beginning of the century, the return from previously 
made foreign loans and investment exceeded the current 
new investment. The rapid rise in the volume of income 
received was in part the natural result of the increased 
investment, in part the outcome of the higher bond yields 
that prevailed throughout the world, in part due to the 
extension of a larger volume of French lending to coun¬ 
tries whose securities paid comparatively high interest, as, 
for example, Latin-American states. Up to the middle 
nineties the proceeds of the foreign lending were eaten up 
by losses, or used to supplement the yield of a depressed 
agriculture and stationary industry. Thereafter they were 
mainly lent abroad again. Increasingly foreign chancel¬ 
leries looked to the black-coated Frenchman in his shop 
or office, the industrious peasant on his farm, to solve their 
problems; increasingly French commerce looked to them 
for orders; the Foreign Office took them into account in 
the operations of give and take which made up diplomacy. 

WHEIir: THE INVESTMENT WAS MADE 

Though it spread in later years to the distant continents 
and the newly grown countries, the main field of inter¬ 
course and of enterprise of French capital was in the 
near-by regions which were penetrated by its banks, its 
instruction, and its culture. France, as it always has done, 
lived and traded primarily within Kuropc and along the 
Mediterranean shores. In none of those broad and fertile 
outside areas which were being most zestfully and vigor¬ 
ously developed by white men, save in a few Latin-Ameri¬ 
can countries, were there large and influential groups of 
French people who would naturally draw upon French 
capital to finance their plans. For they were primarily 
Anglo-Saxon lands, and drew their technical help and 
financial collaboration from Great Britain and the United 
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States. Within them, no political influence was to be ac¬ 
quired by such investment, and no strong congenial ties 
of history, taste, or outlook, gave comfort or attraction. 
French foreign lending was not dominated by careful, ob¬ 
jective measurement of economic opportunity. Guided 
and often controlled by government and the opinions of 
the financial institutions, it was swayed by antipathies 
and sympathies, traditional, emotional, political. These 
bound it to the countries of the Latins and Slavs. To re¬ 
trace the history of French foreign lending would be, as 
a French writer had said, almost equivalent to writing the 
history of French political sympathies, rapprochements, 
vague dreams of influence, alliances in arms.'® 

The approximate division of French fortune in outside 
lands, at the beginning of the century and the outbreak 
of the war, is given in the following table.'® 

^5 Lecture of M. Aupetit in Les Orands Marches Financiers (Paris, 
1912). 

For the estimates of the earlier years the article by R. G. Levy, 
“La Fortune Mobili6re de la France l’:6tranger,” Revue des Deux 
Mondes, March 15, 1897, and the official estimate made by the French 
Government as of 1902, Bulletin de Statistique et de L^.gislation Corn- 
par^e, October, 1902, were of value, though the latter is unreliable. For 
the estimates of the later years the tables of Neymarck in French Sav¬ 
ings and their Influence (U, S. National Monetary Commission, 1910), 
and Moulton and Lewis, op, rit., were consulted. In the latter study the 
estimate of French investment in Roumania, Austria-Hungary, Spain 
and Portugal is substantially greater than that indicated by other 
sources, and means of measurement; on the other hand the figures 
given for the Latin-American countries and for the United States and 
Canada appear to be underestimates. Information regarding French in¬ 
vestment in Russia and Austria-Hungary as of 1914 is given by the 
reports of the official offices established to register them. A good analysis 
of French investment in Russia based on this material, by L. Martin, 
is to be found in the Revue Politique et Parlementaire, February, 1921. 
For the estimates of investment in Latin-America use was made of the 
record of current issues and the study by F. M. Halsey, Investments in 
Latin-America (U. S. Department of Commerce, Special Agents Series, 
No. 169, Washington, 1918). Of all the Latin-American countries, French 
capital sought Mexico and Argentina in greatest volume. In the 
nomiste Europ^en, January 30, 1914, details are given of the French 
investment in Mexico. The tables in the text are estimates of invest¬ 
ments at nominal value in terms of gold francs. The actual market value 
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geographical distribution of french foreign 

LONG-TERM INVESTMENT 
(Billions of francs) 


1900 


1914 


Russia 

7.0 

Russia 

11.3 

Turkey (in Asia and Eu¬ 


Turkey (in Asia and Eu¬ 


rope) 

2.0 

rope) 

3.3 

Spain and Portugal 

4.5 

Spain and Portugal 

3.9 

Austria-Hungary 

2.5 

Austria-Hungary 

2.2 

Balkan states 

0.7 

Balkan states 

2.5 

Italy 

1.4 

Italy 

1.3 

Switzerland, Belgium, and 


Switzerland, Belgium, and 


Netherlands 

1.0 

Netherlands 

1.5 

Rest of Europe 

0.8 

Rest of Europe 

1.5 


Total Europe 

19.9 

Total Europe 

27.5 

French colonies 

1.5 

French colonies 

4.0 

Egypt, Suez, and South 


Egypt, Suez, and South 


Africa 

3.0 

Africa 

3.3 

United States and Canada 

0.8 

United States, Canada, and 




Australia 

2.0 

I.atin-America 

2.0 

Eatin-America 

6.0 

Asia 

0.8 

Asia 

2.2 

Grand Total 

28.0 

Grand Total 

45.0 


It will be seen that Europe remained up to tlie war the 
chief field of employment of French capital abroad, 
despite the acquisition of a large colonial domain, the 
oy)cning up of fertile continents, and the extension of 
Freiicli commerce and political interest throughout Asia. 

The loans to the Russian Government and the private 
investments made within that country grew unceasingly 
from the formation of the Alliance. Deprived temporarily 
of both British and German support, Russia in the years 
immediately after 1887 not only met all its current needs 
in Paris, but converted at lower rates issues outstanding 
elsewhere. The government and the banks threw their 

was much less in some cases, e.g., Portuguese bonds, much more in others, 
e.g., the Suez Canal shares. The tables do not include investment in ship- 
ping. The best established computation of colonial investment in the 
pre-war period is that of G. Martin, Le$ ProbUmes du Cridit en France 
(Paris, 1919). 
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combined effort behind the successive flotations, defended 
Russian credit, and made place for Russian securities 
second only to that possessed by those of the French Gov¬ 
ernment. Since the Alliance was the foundation on which 
French diplomatic effort was built, this demand had to be 
met—favor was given for favor. This movement of capital 
was sustained besides by a sense of vast, hardly exploited 
agricultural and mineral riches of Russia, the giant char¬ 
acter of the economic life that might arise therein, once 
it was properly managed. Of the total French investment 
in Russia something over a billion and a half francs were 
put into private enterprise; the rest represented the pur¬ 
chase of securities directly or indirectly guaranteed by 
some branch of the government, issued for general govern¬ 
mental purposes, for railroads, for mortgage banks, for 
the municipalities. From the eighties French capital had 
set about the creation of iron and steel works, and the 
total investment in them grew to about 400 million francs. 
T.hey remained largely under French technical as well as 
financial control, were connected with the metallurgical 
plants in France, and were dependent upon the Russian 
Government for their profit—derived from railway and 
war materials.The total French investment in Russia 
made up a quarter of all French ownership abroad; it was 
a still greater share of the foreign securities owned by the 
smaller capitalists.^® 

Toward the realms of the Turkish Empire French 
capital had early been drawn, by historic and religious 
tradition. Upon both the Sultan of Turkey and the Khe¬ 
dive of Egypt the Paris market bestowed the right to 
borrow up to the cold dawn of bankruptcy, gambling upon 
its ability to protect the investment against the final event. 

17 L. J. Lewery, Foreign Capital Investments in Russian Industries 
and Commerce (Bureau of Foreign and Domestic Commerce, Miscel¬ 
laneous Series, No. 124, Washington, 1914), p. 9. 

18 See E. Thery, ‘‘Les Valeurs Mobili^res en France,” Congrhs Inter¬ 
nationals des Valeurs Mohimres (Paris, 1900), who gives the results of 
an examination of 1,032 portfolios left at the Banque de France. 
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Large sums of capital were provided, besides, for railway 
and public works construction throughout that disunited, 
faltering empire. French financial enterprise built and 
operated lighthouses and docks in the waters of the Medi¬ 
terranean, the Black and the Red Seas, and the Persian 
Gulf. In the consortium formed in 1911 to operate the 
transport and electricity enterprises of (Constantinople, it 
was preponderant; the operation of the gas works and 
construction of sewers in that city was under its direction. 
In some other Turkish cities its part was hardly less 
prominent, while throughout several provinces it held con¬ 
tracts for road construction and transport enterprises. 
Something over half a billion francs of capital were in¬ 
vested in the railways under French direction. In land 
companies and mortgage companies, in coal, silver, man¬ 
ganese and copper mines, French capital was engaged. 
By concessions obtained between 1910 and 1914 the pro¬ 
spective field of French enterprises was vastly extended. It 
was French capital above all, which was financing eco¬ 
nomic change in the Near East. 

In the Balkan states, which rose out of the former Eu¬ 
ropean provinces of Turkey, French capital also entered 
in volume, especially after 1890. Of all foreign capital it 
was most willing to support the hopes and plans of these 
small countries, most entangled in their fortunes. To Paris 
each government turned to finance the railway construc¬ 
tion that was to fructify its territories, to equip its armies 
in the fields, to rejiair the damages of war. After their 
requests had been screened through the wires of the For¬ 
eign Offices, the banks and the people bought the bonds, 
maintaining a hope of continued peace in the lialkans. 
They were encouraged by the stubborn capacity shown 
by these governments to pay their debts even in the midst 
of trouble. In the railway plans of these countries, and in 
their banks, French investment became dominant. 

Spain and Portugal were among the earliest and 
heaviest borrowers in France—made welcome by a racial 



54 Europe: The World's Banker: 1870-1914 

kinship, and in the days of the Empire, by the religious 
and political sympathies between the reigning families. 
But toward the close of the nineteenth century, French 
ownership of their debt tended to decline rather than the 
contrary. The bondholders were forced to accept repeated 
reductions of principal or interest. For long periods the 
Paris market was closed to their further borrowing. With 
the financial and economic recovery in Spain that followed 
the war with the United States, the Spaniards gradually 
bought back part of the internal and external debt held 
in Paris. Portugal, which faced the loss of her colonies 
as the j)rice of further borrowing, managed without it. 
Neither country invited or gave great assurance to private 
enterprise financed abroad. The French investment in 
Italy tended, too, to decline during the period of our in¬ 
terest. Political differences divided the two countries and 
kept the Paris market closed for many years. During the 
years prior to the war, French financial enterprise was 
again taking up new ventures in Italy; but on the other 
hand, the Italians were repatriating their external govern¬ 
ment debt. The amount of French capital invested in 
Austria-Hungary was reduced somewhat by similar with¬ 
drawal. The Dual Empire owed some of its important rail¬ 
ways to the interest of the French investor, and had found 
in France a ready market for its securities. The French 
industrial banks, especially L’Union Generale, had carried 
forward many branches of industrial and mining enter¬ 
prise. But as the alliances on the continent grew more 
sharply edged and as antagonism between Russia and 
Austria-Hungary became defined, the movement of French 
capital almost ceased. 

In the early financing of the Latin-American Republics, 
French finance took little part. But in the two decades 
before the war growing attraction was felt for the rail¬ 
way and other opportunities perceived in these lands, and 
faith grew in the credit of the governments. French 
opinion became impregnated with a sense of racial and 
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intellectual kinship to these peoples, and they, in turn, 
looked to France for their education and their pleasure. 
French banking syndicates began to compete .successfully 
for Latin-American concessions and loans. A substantial 
investment in the government bonds of Argentina and 
Brazil accumulated, and French participation in railway 
finance extended. The port works of important Brazilian 
coastal cities were the product of French enterprise. In 
Mexico, the French became large holders of the public 
debt, and the most important investors in commercial and 
mortgage banks. In all three countries and the rest of 
Latin-America there were numerous smaller, public utility, 
commercial, manufacturing, banking, and mining com¬ 
panies financed from Paris. It was in the Latin-American 
republics that French investment was growing most 
rapidly toward 1914, and not a negligible part of it was 
in the form of shares, not bonds. 

Of American securities few were listed on the Paris 
Bourse. The tax arrangements and various legal require¬ 
ments of the two countries contributed to keep their num¬ 
ber small. Chief among those of which sizeable amounts 
were held in France were the bonds of the American rail¬ 
way systems, bought mainly in 1906 and thereafter; espe¬ 
cially the bonds of the Pennsylvania, the New York, New 
Haven, and Hartford, the Big Four, the Central Pacific 
and the St. Louis and San Francisco. 

Though favored by colonial legislation which reserved 
opportunity for French capital, and by official institu¬ 
tions, the investment in the colonies before the war was 
comparatively small, something over four billion francs— 
about a tenth of the total foreign holdings.^® In this figure 
are included the colonial government loans not offer^ to 
the public, but bought directly by the Caisse Nationale 

The legislation of the colonies reserved for French subjects or com¬ 
panies under French law the mining resources; the railways were simi¬ 
larly reserved for or buUt by French capital. H. Paulin, UOutiLlage 
^conomique det ColonUi Frangaites (Paris, 1911). 
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des Retraites pour la Vieillesse and the Credit Fonder de 
France. Of the total investment two-thirds were placed in 
the North African colonies, Algeria, Tunis, and Morocco 
(where the Banque de Paris et Pays Bas was most active), 
and most of the rest in Indo-China. That the spacious 
regions brought under the French flag attracted no more 
capital is attributable to diverse conditions. The colonial 
goverr^ments were fumbling in their efforts to develop their 
(lomains. The home government was preoccupied with con¬ 
tinental plans and politics. Railroad construction went 
forward less vigorously than in the corresponding British 
areas. French private enterprise suffered many losses in 
their early ventures and grew afraid. Even into the North 
African colonies the French migration was small, and into 
the other colonies it was almost negligible. The colonists 
took mainly to farming; they organized few enterprises 
large enough dimension to win the attention of the 
financial syndicates of Paris. In the tropical regions, cu¬ 
riously enough, little capital was engaged in the produc¬ 
tion of raw materials. The concession regime in the French 
Congo worked poorly, and in Indo-China the private en¬ 
terprises wliich undertook raw material production were 
comparatively few."^ It w^as left to the war to bring home 
freshly both to the colonial administration and industrial 
enterprises what a rich field these colonial areas were for 
the application of capital. 

The French investment in the colonies, in Latin- 
America, Russia, Turkey, China, and elsewhere was mak¬ 
ing available new resources for its industry and that of the 
rest of the world, and bringing these regions into the circle 
of world exchange. Of these objects French commercial 
and industrial circles were conscious. But a still broader 
consciousness existed that the French investment was sus¬ 
taining French prestige, political position and purposes. 
In the making over of the economic organization of the 

20 See J. Chailley, tconomiste Fran^ais, March 31, 1917. 
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world, French capital and enterprise, despite inucli tech¬ 
nical genius, a gift for planning and unsurpassed work¬ 
manship, was playing less part than English, or (ierman 
capital. But in greater measure than cither of these, it 
was shaping political alignments—making the fortunes of 
a new day. The French bankers, even the ordinary French 
investors, were dealers in ‘‘Affaires,’’ not merely computers 
of interest, or surveyors of new countries. 

THE CHARACTER OF THE INVESTMENT 

The employments to which French foreign investment 
were put cannot be measured with sufficient precision to 
justify their presentation in statistical form. A great ])or- 
tion, well over half, was represented by loans to foreign 
governments, whose ultimate disposition of the borrowed 
fimds cannot be checked or assigned. Paris kept its gates 
open more widely than any other money market to the 
governments whose treasuries were perpetually empty, 
whose expenditure was determined autocratically, whose 
national vitality seemed corrupted and declining, such as 
Spain, Portugal, Turkey, Egypt, Morocco. It kept its 
gates oyien, also, for the governments of Europe which 
were still struggling with the difficulties of the first stages 
of national existence or development, living in their am¬ 
bitions beyond the resources of their tax systems—Italy 
(in earlier days), Russia, and the Balkan states. 

This selection of doubtful risks was partly a matter of 
circumstances, partly of faith, partly of policy. The cir¬ 
cumstances lay in the past losses and new caution of the 
banks in undertaking industrial ventures abroad, the lack 
of industrial organization competent to carry out such 
projects in great number, and the preference of the small 
investors. The faith was a characteristic of French tem¬ 
perament—their imaginative, though stay-at-home, in¬ 
terest and response to the exotic, their acceptance of dif¬ 
ference, weakness, and difficulty as natural. M. Paul 
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Leroy-Beaulieu, a close observer of French investment, has 
remarked: ‘‘I do not believe there are more venturesome 
capitalists on earth than the small and average French 
capitalists. Offer them railroad or canal shares, I will not 
say on the moon, which is too well known, but on Mars or 
Saturn, and you will find some subscribers.” But there 
was, besides, in all this lending to governments of weak 
credit, an element of policy. It was in their domains, 
through their weakness sometimes, that French power 
might be extended; it was because of the urgency of their 
needs that alliances might be assured, friendships encour¬ 
aged by financial aid—or so it was thought. Mingled with 
all these elements was the attraction of the high return 
promised to a people of small savings. 

Despite the prevalence of government securities among 
the foreign holdings of the French, despite the fact that 
much of this was wasted, or spent for purposes of strategy 
and war, it still is true that much more than half, perhaps 
as much as three-quarters, of the total French investment 
served a direct economic purpose. Much of the government 
borrowings were used to build railroads, ports, to found 
banks and to improve cities. Virtually all the investment 
in private enterprise served similar purposes. In Russia, 
Turkey, Austria-Hungary, China, the Balkans, and the 
colonies, railroads were financed, bridges, ports, pow^r 
plants, local public utilities built. The operators of copper 
mines of Spain and Africa, the coal mines of Turkey, gold 
mines of Africa, sulphur deposits of Italy, and silver mines 
of Mexico drew support from French speculative capital. 
Agriculture and agricultural production in a dozen coun¬ 
tries were financed by the land banks (Credit Fonciers), 
whose bonds were sold in France and whose directing 
committees resided there. French-owned commercial banks 
operated in most of the countries of Europe, throughout 
North Africa and the other French colonies, in Turkey 
and the Near East. In manufacturing enterprises the in- 
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vestment was small—the chief of them being in metallur¬ 
gical and textile plants in Russia. 

The earlier failures of the Industrial Banks confirmed 
for several decades a preference for securities of fixed re¬ 
turn, bonds of government or of private enterprise. Be¬ 
sides, the French tax system tended to deter strong for¬ 
eign industrial concerns from seeking official listing for 
their shares. Still after the turn of the century, tlie spirit 
of venturcsomeness showed itself again. Large amounts of 
savings turned to stock of such companies as the Royal 
Dutcli Shell, the Rio Tinto Copper (Company, American 
railroads, rubber plantations, gold mines.Banking in¬ 
stitutions and industrial circles organized to improve their 
power to manage foreign enterprises. Before the war signs 
were visible of a closer coordination of efiort between 
banks and French industry along the path of the arrange¬ 
ments prevailing in Germany. French opinion was tend¬ 
ing to seek the ])resuined advantage to industrv, the in¬ 
vestor, and the state from the actual direction of business 
enterprise abroad. It was not completely satisfied with the 
role of universal banker to foreign governments. 

21 An indication of the drift toward securities of variable returns is 
given by the statistics of issues on the Official Stock Exchange. In 
January, 1900, of 273 listed issues but 58 were of variable returns; in 
January, 1912, the number had increased to 120 out of a total of 464. 
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GERMAN FOREIGN INVESTMENT 

TWO NEEDS FOR EVERY MARK 

G ermany has gone into history as a poor country. 
-Voltaire prophesied tliat it was a region condemn^ 
to eternal poverty. The beginning of the nineteenth 
century witnessed a land broken up into a multitude of 
small states, entirely rural except for some few commercial 
centers and seacoast towns of great renown. By the end 
of the century the industrial organization of a unified 
(Tormany had taken massive form. Its foreign commerce 
was rivaling that of the British. Its highly concentrated 
banking system was finding the means not only to finance 
the impulsion of industry at home, but also to implant 
offshoots abroad. 

From 1870 to 1914 the domestic demands for the 
ca])ital available in (Germany were numerous and urgent, 
and all foreign borrowers had to face the competition of 
these demands. Within tliis ])eriod German pojiulation 
grew from about forty millions to not far short of seventy 
millions; a vast mechanized industry, leading Europe in 
its applications of electrical power and chemical science, 
was \)uilt up; the greatest coal fields on the continent were 
equi])ped; a powerful merchant marine launched on all 
the (X’eans; the cities grew famed for the public works 
and services by which their doubling population was pro¬ 
vided for; the im|)crial and state governments extended 
the range of their civil duties, bore the cost of social legis¬ 
lation, and su])ported great military establishments on 
land and sea. All these enter|:)rises and projects required 
ca])ital sums that increased witli the changes in industrial 
technique and the course of public affairs. Within Ger¬ 
many, before 1870, the availalde amount of liquid capital 
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was small. The official discount rates were often a full 
point above the British and French, and the charges for 
advances on securities were seldom below 5 per cent. It 
is rather surprising that German capital moved abroad 
at all in view of these conditions, and note should be taken 
of the fact that even while substantial sums were being 
invested abroad the German market was borrowing on 
short-time account. The English and French banks ex¬ 
tended short-period loans, both directly and in the form 
of acceptance credit. The volume of these short-period 
loans was probably greater before 1900 than thereafter, 
and after the Moroccan crisis of 1911 it was kept within 
still narrower limits. 

Thus German foreign investment did not primarily rest 
upon the existence of a large, inactive rentier group seek¬ 
ing diversity and return which domestic securities could 
not afford—though the savings of such people figured in 
the total. The investment was stimulated and maintained 
rather by the initiative of the German banks and indus¬ 
tries. They recognized that Germany must participate in 
the financing of certain areas into which German com¬ 
merce was trying to expand. It was carried forward some¬ 
times against an unfavorable current by the Government 
as an investment in German commercial and political 
aspirations. The capital was found for foreign loans and 
enterprises whenever a commercial gain seemed at stake, 
a political hope or purpose in question. 

Irregularly, a part of German savings found its way 
abroad. In some periods, the early seventies and middle 
eighties in particular, more than one-tenth, perhaps as 
much as one-fifth of the savings of the countrv made a 
choice of foreign employment. But that movement did not 
grow with the volume of savings in the nineties and after 
the turn of the century. From 1900 to 1914 less than one- 
tenth, rather than more, of current savings went abroad 
despite the appeal of undeveloped lands, the exertion of 
the Government in behalf of foreign enterprise, the great 
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growth of the overseas banking system and commerce.^ 
Investors and banks alike in this later period found the 
strongest attraction and duty in the strengthening com¬ 
binations of their own industries and in the demands of 
their home governments. Only foreign governments or en¬ 
terprise with special claims or special promise received 
8U])port from German finance which, conscious of its limi¬ 
tations, strove constantly to concert itself with French, 
British, at times American finance. Even against this rela¬ 
tively small outward flow of capital opposition smoldered 
and sometimes flared up. The agriculturists and socialists 
turned the forces of their criticism against the great banks 
who were its agents. Partly because of that opposition but 
primarily because of the fact that every mark they could 
command was being bid for by other urgent bidders within 
the country, the banks often stood aside from promising 
foreign loans and investment projects. The Berlin market 
never possessed the broad availability, the cumulative 
volume of free resources on which foreign lenders depend, 
that existed in London and Paris. 

THE GERMAN GREAT BANKS AND THEIR Al.LIES 

Of much of the investment, the banks were more than 
agent. They were the controlling owner or proprietary 
representative. The rise and character of the German 
Great Banks are familiar economic history. In 1872 there 
were about 130 deposit banks in Germany; by 1914 al¬ 
most all the liquid savings and credit resources were con- 

1 This is as precise as I dare be in these estimates because of the 
great margin of doubt surrounding all available estimates both of Ger¬ 
man foreign investment, and even more so of German savings. The best 
known estimate is that of K. Helfferich, Germany's Economic Progress 
and National Wealth, 188S~1V13 (New York, 1914), who calculated the 
average annual increment of German-earned wealth from 1896 to 1912 
to be between 8 and 8.6 billion marks; with unearned increment in¬ 
cluded (i.e., without making allowance for price change), these totals 
were raised to 9.5-10.6. The annual increase was, according to his fur¬ 
ther estimate, perhaps 6 to 7 billion marks at the start of the period, 
10 billion marks or more in 1912 and 1913. 
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centrated in the hands of about a dozen banks. Four of 
these greatly surpassed the rest in capital resources and 
in the volume of their varied business, the Deutsche Bank, 
the Diskonto-Gesellschaft, the Dresdner Bank, and the 
Darmstiidter Bank—the 4 D’s, as they were called. In 
second rank came the Commerz Bank, the National Bank 
fiir Deutschland, the Berliner Handelsgesellschaft, the 
Schaffhausen’schr Bankverein. Each of these had numer¬ 
ous and scattered branches and conducted diverse fields 
of banking. They were at once furnishers of short- and 
long-time commercial credit (clearing house banks), ac¬ 
ceptance houses, security originators, and promoting syn¬ 
dicates. 

From the time of their creation they brought the se¬ 
curities of foreign governments upon the German mar¬ 
ket. Possessed of large capitals, which they continued to 
increase, commanding all needed varieties of expert knowl¬ 
edge and judgment, their support and guidance were be¬ 
hind the development of the great German corporate 
enterprises which expanded abroad. When there were new 
lines to be established for the Hamburg American line or 
Norddeutscher Lloyd, concessions to be developed in 
Shantung or Asia Minor, a colonial chartered company 
to be sustained, submarine cables to be laid, petroleum 
companies in Roumania to be combined and strengthened, 
it was these banks that stepped forward, or were called 
forward to respond to the opportunity. Always in their 
vaults there was a great volume of securities, not yet dis¬ 
tributed to the general investing public, or held to secure 
representation or control of direction. The holders of 
shares in a German bank were participating in an invest¬ 
ment trust (among other things), which held mainly Ger¬ 
man securities, but many foreign securities besides. The 
risks arising from immobilization of resources the banks 
met not only through their large capital and their reten¬ 
tion of control, but by shifting many of them to subsidiary 
companies especially founded for the purpose. 
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The effort of each, the interests held by each, extended 
in many directions. The Deutsche Bank took the lead, for 
example, in securing financial support for virtually all 
the German enterprises which combined into a network of 
power in Turkey. Its representatives wielded control over 
the Bagdad and Anatolian railways in Asiatic Turkey, 
the Oriental railways in European Turkey, over the Port 
C^ompany at Haida-Pasha, the Tramways Company at 
(Constantinople, to name only outstanding ventures. They 
were to be found as well on the boards of banks operating 
in South America, on that of the Electric Lighting Com¬ 
pany in St. Petersburg, on those of Roumanian oil com¬ 
panies, on the Barcelona Electricity Company—to give a 
notion of tlie dispersion. The officials of the Diskonto- 
(resellschalt, to give further illustration, could be found 
on the governing boards of railways in Venezuela, China, 
(ierman East Africa, Austria-Hungary, Belgium, and 
Argentina, on banks in Italy, Roumania, Bulgaria, South 
America. 

Among these banks a vigorous competition existed for 
the accounts of depositors, or new business connections 
within Germany. But in their financing negotiations and 
relationsliij^s wntli the established highly integrated enter¬ 
prises within Germany, with foreign governments and 
other foreign lenders, the rule was division or combination 
rather than competition. Each had its established con¬ 
nections which were observed by the others, or, as ex¬ 
pressed by an official of the Dresdner liank, ‘'While it is 
the desire and endeavour of each bank to build up its 
business, it must be recognized that each institution has 
more or less its own field of operation, which is in a large 
measure respected by the other banks.’’' Thus, the leader- 

2 Evidence of Herr Schuster and Herr Nathan, Directors of the 
Dresdner l^ank, Iv!ervivics on the Hanking and Currencif Systems of 
England, Scotland, France, etc., pp. 404-405; J. Hiesser, T/ie German 
Great Banks and Their Concentration (National Monetary Commission, 
Washington, 1911), pp. 407 et seq., enumerates the stable g:roupings. 
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ship of the Deutsche Bank in Turkey was not challenged. 
In Russian railroad loans, in Roumanian finance and 
Brazilian (in combination with Rothscliild), negotiations 
were left to the Diskonto-Gesellschaft. For Austro-Hun¬ 
garian financing the Darmstiidtcr Bank (working with 
Rothschild) was granted the front place. Around each 
of these Great Banks clustered diverse banking groups of 
lesser importance, helping to distribute the securities 
brought to the German market by the larger institutions. 
Often for large or unusually risky issues joint consortiums 
were formed among all of the syndicates. 

The private banks, which had conducted foreign financ¬ 
ing long before the corporate institutions were created, 
retained up to 1914 much importance—especially the 
houses of Bleichrdder, Mendelssohn, Speyer, Warburg, 
and Rothschild. The private banks had made Frankfort 
an important financial center before Berlin had grown 
into a great capital. They had furnished much of the 
family wealth and financial talent for many leading pri¬ 
vate banks of London, New York, and Paris; the banks 
of the Rothschilds, the Speyers, the Schroders, the Selig- 
mans. Barings, and Huth—all to some degree or other 
sprang from the counting houses along the river Main. 
Their own wealth, and that of their selected clients, had 
become smaller only in comparison not in actual sum. 
They were large purchasers on foreign stock exchanges. 
Their financial connections abroad were excellent. It was 
through their agency, for example, that American and 
Mexican railway securities were mainly brought into Ger¬ 
many. An indication of the importance retained by Frank¬ 
fort—chiefly because of the weight of these private banks 
—is to be seen in the fact that at the end of 1912 there 
were listed on the Frankfort Stock Exchange 439 security 
issues not listed in Berlin.® But gradually these private 

3 O. Wormser, Die Frankfurter Borse (Tubingen, 1919), Table XII. 
Of these, 180 were railway bonds, mainly Austro-Hungarian, Russian, 
and American; 124 were government loans, largely those of Austria- 
Hungary and the Balkan states; 27 were railway stocks. 
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banks became subordinate to their Great Banks. Some 
were bought up. The rest could not undertake by them¬ 
selves business of the first magnitude. 

Both in their negotiation of foreign securities and in 
their provision of short-time credit to German enterprise 
abroad the German Great Banks worked in large measure 
through the system of overseas branches, subsidiaries, and 
paiv'tnerships, which they established. These banking in¬ 
stitutions located abroad were in themselves an important 
form of capital investment. Some of them were the crea¬ 
tion of one of the Great Banks acting alone; others were 
created by the joint action of several of the Great Banks. 
They were established primarily to take advantage of the 
profit to be gained from financing German overseas com¬ 
merce. Ordinarily they were located where German com¬ 
merce was developed, or where it was believed that de¬ 
velopment might follow bold financial aid. The Great 
Banks, interested in domestic industry in so many ways, 
calculated upon the gains of banking and the gains to 
(rerman industry, and thus plunged into competition with 
the British overseas banks. Though some transient ven¬ 
tures were engaged in earlier, the establislnnent of the 
(ierman overseas banking system really began in 1886 
with the establishment of the Deutsche TTberseeische Bank 
in South America. The era of greatest expansion centered 
around 1905—6.^ By 1914 strong, many branched institu¬ 
tions operated throughout South America with lesser ex¬ 
tension in Central America, Turkey, Egypt, the Ear East, 
the Balkans, and the German African colonies.^ 

^ During these years alone the following institutions were founded or 
bought by the large German banks—Deutsche Ostafrikanische Bank, 
Deutsche Afrika Bank, Banque d’Orient (Athens), Mamorosch Blank 
& Co., Banque de Credit (Sofia), Mexikanische Bank fiir Handel und 
Industrie, Deutsche Orientbank, Deutsche Zentral-Amerika Bank, 
Deutsche SUdamerikanische Bank, Amerika Bank. 

6 This system of foreign banks growing more rapidly than those of 
the British and French created enmity in British financial and com¬ 
mercial circles. ITieir every move was watched with mingled fear and 
dislike. It is not easy to understand why they were taken to be such a 
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The Great Banks and the private banks, with the stock 
exchanges, made up the financial organization through 
which the foreign investment was made. The depositors 
of each of the Great Banks ran into the many thousands 
and these ordinarily purchased the securities recommended 
or offered to them. The large German industrial organiza¬ 
tions financed and directed by the Great Banks could also 
be counted upon to follow banking lead. The banks some¬ 
times disposed of foreign securities by direct sale to their 
depositors or affiliated institutions, without seeking listing. 
But the more usual method of issue was by general public 
offering through syndicates and listing on the stock ex¬ 
changes.® Over both the admission of securities to trading 
on the exchanges and upon the course of trading, the Great 
Banks exercised much influence. The orders to buy and 
sell accumulated in their hands. Upon the floor of the ex¬ 
changes they had a great number of representatives. Thus 
through capital power, their initiative in the creation of 
enterprise, their affiliations, their great number of de¬ 
positors and clients, their part in stock exchange trading, 
these banks decided in the main the course of German in¬ 
vestment in securities. Yet individual investors retained 
more independence of judgment than in France. The fi¬ 
nancial journals were better informed and more honest. 
The private banks retained greater power. The German 
Great Banks could not lead German savings into gambling 
adventures with foreign governments as easily as could 

portentous menace. Among the reasons, however, it may be supposed 
that the following played a part: (1) the British had more or less 
accustomed themselves to conditions of semi-monopoly; (2) the banks 
were so closely connected with the German Great Banks; (3) they, like 
their parent banks, were prepared to handle all kinds of business; (4) 
they made easy terms to acquire place against their rivals. 

6 The Great Banks ordinarily bought the securities and distributed 
them with the aid of smaller banks by public offering and through the 
Berlin Stock Exchange. By means of advertising and house-to-house 
solicitation smaller security dealers sold to the public a substantial 
volume of unlisted securities or of securities listed on foreign stock 
exchanges. 
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the French. They had not the experience in directing 
financial activities toward the unmeasured natural re¬ 
sources of new countries that belonged to the British. Ger¬ 
man investment leadership was more informed, vigorous, 
and conscientious than the French, more dominant, but 
also more circumscribed than the British. 

THE GROWTH OF THE INVESTMENT 

The early seventies witnessed the introduction of many 
new foreign securities on the German exchanges. For the 
triumph of the war, followed by the receipt of indemnity 
payments and the establishment of the gold standard 
])laced a new and unwonted plenitude of liquid funds in 
the capital market. An industrial boom of unbalanced 
proportions took place. The German investors were at¬ 
tracted to the securities of the Austro-Hungarian, Rus¬ 
sian, Turkish, Greek, Roumanian, and Portuguese govcrii- 
oiputs among others. They increased tlieir purchases of 
;\a eric/ui railway se^ urities, taking an interest in the e\ 
;uHnp! systems of the American west and northwx\st. This 
-a w foi.'ign investment was more widely distributed 
dia-h of rarlier years-, which had been held largely by the 
{)rr>/ate banks and their wealthy clients. A fresh excite¬ 
ment and variety characterized the security markets. In 
1873 tlic crash of the industrial boom brought the emis¬ 
sion of foreign securities (as well as domestic) to an abrupt 
end. Throughout the decade of the seventies the losses, 
the immobilizations, and discouragement of this crisis cast 
their shadow over German security markets. The rate of 
expansion of German industry fell off. Capital was scarce. 
It is possible that in these years the resale by German 
capitalists of foreign securities previously bought ex¬ 
ceeded the new purchases. In 1883, after the outward 
movement of capital had again begun, Schmoller estimated 
that German foreign investment was only between 4 and 
5 million marks. 
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During the eighties the ein{)loyinent of (iernian capital 
in foreign securities was resumed with fresh zest and in 
growing amount. Certainly the volume of foreign invest¬ 
ment was in this decade greater—in relation to the total 
national income (and perhaps even in actual amount) — 
than during any other decade. German industry had over¬ 
come its difficulties, and German trade was fast expanding. 
It was a period of easy money and of falling interest rates 
throughout Europe. The rate of interest on German gov¬ 
ernment loans was reduced, the German railroads were 
nationalized. The investors were seeking higher returns, 
and in response to the opportunity the banks provided 
securities, issued by the Balkan states, by Turkey, Rus¬ 
sia, Spain, and Portugal (two issues of the City of Lisbon, 
two issues of Portuguese railway bonds and one of the 
Portuguese Government). Many of these new investments 
were of doubtful quality. The stronger foreign govern¬ 
ments tended to favor the London and Paris money mar¬ 
kets where their connections were of older standing and 
the available financial terms better. In 1887 Bismarck, 
alarmed, protested to the House of Bleichrbder over the 
volume of foreign investment. Not long after the first 
defaults occurred. But the high tide of the foreign se¬ 
curity issues came between 1887 and 1890. Heavy y)ur- 
chases of Argentine securities were made. At Bismarck’s 
behest financial assistance was repeatedly extended to the 
Italian Government. The Deutsche Bank earned the Ana¬ 
tolian Railway Concession by a loan to the Turkish (gov¬ 
ernment. The securities of the Venezuelan and Mexican 
governments made their first appearance in the German 
market. In Berlin there was flushed speculation in the 
shares of gold mines and the Panama Canal. 

A harvest of disappointment followed. In all the de¬ 
faults of the times the German investors found themselves 
involved. Not least important as a source of loss were 

See V. . Christians, Die D&utechen Emistsionshduser und Ihre 
Emissionen (Berlin, 1893). The Oesehichte der Frankfurter Zeitung 
(Frankfort, 1911), pp. 694 et seq,, describes the popular reaction. 
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the numerous failures of the American railways; that of 
the Nortliern Pacific was j^articularly felt. As early as 
1884 tlie Frankfurter Zeitung had proposed that gov¬ 
ernmental supervision of railway finances should be made 
a condition for admission of American railway securities 
to listing on the German stock exchanges. The Nord- 
deutsche Zeitung now asked for the ex})ulsion of all these 
secindties.® According to Schmoller’s estimate German 
losses in foreign investment between 1885 and 1893 could 
not have fallen far short of a billion marks—about one- 
tenth of the total investment.^ 

But by 1894 the damages suffered through these de¬ 
faults were in part repaired, in part forgotten. The amaz¬ 
ing success of the chemical and electrical industries gave 
a fresh im})ulse to security operations. New foreign bor¬ 
rowing was again contracted within Germany, by Austria- 
Hungary, Turkey, the Balkans, by China, and the South 
American states. The German overseas banking system 
was being expanded at a rapid pace. Still on the net bal¬ 
ance the outward movement of capital was not verv large 
—perhaps an average annual investment of 500-600 mil¬ 
lion marks from 1894 to 1900. For the German banks and 
j)rivate capitalists during this jieriod tended to dis[)ose of 
their holdings of Russian, Italian, and Sjianish govern¬ 
ment securities. Shifts in jiolitical allegiance had caused 
friendship toward these countries to dim, and had cast 
shadows of friglit over the continental situation. 

The new century opened amidst great industrial ac¬ 
tivity, but with high interest rates and a crowded capital 
market. These conditions tended to prevail up to 1914—- 
interrupted by one major and one minor crisis period. The 
volume of new foreign investment tended at first to in¬ 
crease, and to extend to new areas. A larger part of the 
foreign investment of these years went overseas than in 
previous years, a smaller part to continental borrowers. 

8 Ofeschichte der Frankfurter Zeitung, p. 583. 

0 Economist, October 20, 1894. 
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A larger share went for the financing of industrial and 
banking enterprise under German control. Investment in 
the German colonies, hitherto almost negligible, grew. In 
all these fields the selection of issues by the banks and in¬ 
vestors became more rigorous. 

In the years immediately preceding the outbreak of the 
war the rate of new foreign investment again tended to 
decline.The domestic demand, governmental and pri¬ 
vate, for available capital supplies was unrelaxed. The 
German banks were constant seekers of credit in other fi¬ 
nancial markets. Interest rates were decidedly higher than 
in Paris and London. The maintenance cost of Germany’s 
expanding army and navy, the extension of German in¬ 
dustry, the demands of the cities, tended to shut foreign 
borrowers out of the German market. 

For measurement of the total German foreign invest¬ 
ment we are dependent upon estimates, made from time 
to time by a variety of methods. The following figures can 
be taken only as a rough approximation of the truth. 
The mark was then worth 4.2 to the dollar. 


Year 

Billions of marks 

1883 

5 

1893 

10-13 

1906 

15-18 

1914 

22-25 


The average annual growth of investment during the 
twenty years before the war approximated 600 million 

10 German writers appear to agree on this. Computations of the bal¬ 
ance of payments tend to support this view. See, for example, H. G. 
Moulton and C. McGuire, Oermany'g Capacity to Pay (New York, 1923), 
pp. 26-33. 

11 The material is lacking for year-to-year measurement. The figures 
given in the table in the text are for the total gross ownership, i.e., no 
deduction has been made for foreign investment in Germany by foreign¬ 
ers. They include the investment in overseas banks and in the German 
colonies, but not the investment in shipping. After studying the invest¬ 
ment country by country, I would set 25 million marks as the highest 
total within the range of possibility. In Moulton and McGuire, op. cit.. 
Appendix A, a list of estimates for different years will be found. 
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marks, including the investment in overseas banks. It re¬ 
mained but a minor fraction of total German wealth, 
growing in about the same proportion as the total, and 
representing in 1914 in the neighborhood of one-fifteenth 
of the total German wealth.^" It was an even smaller part 
of the current income of the country. During the closing 
years of the eighties when foreign securities were favored 
in (imager calculations, perhaps as much as 5 per cent of 
the total income of the nation was so invested. But this 
was a peak. In the years following 1900 when the foreign 
borrowers were appealing in greater numbers to the Ger¬ 
man money market, it is likely that the amount of income 
so diverted did not much exceed 3 per cent. When after 
1911 domestic demands became more urgent certainly no 
more than 2 per cent of the total income was turned to 
earn revenue abroad. 

The income received from these foreign employments 
of capital made up between 3 ])er cent and 4 per cent of 
the total national income up to 1900; thereafter it tended 
to fall to about 3 per cent. In the years when the volume 
of new foreign investments was high, it exceeded the in¬ 
come received from those previously made; in years when 
the German bankers and investors lent little to foreimi 

o 

borrowers, it fell below the income currently received. 
From 1911 to 1914 the latter situation prevailed. The 

12 These calculations are derived from J. C. Stamp, “Wealth and In¬ 
come of the Chief Powers'" in Current Problems in Finance and Qovertv- 
ment (London, 1924), p. 332, as revision of the computations made by 
Karl Ilelffcrich. 

13 The calculations of total income relied on for the statements in the 
text are, in billions of marks: 


Year 

Amount 

Author 

1896 

26,0 

Schmoller 

1896 

21.6 

Helfferich 

1907 

27-30 

Rlesser 

1913 

42 

Colson 

1914 

44 

Stamp’s revision of Helffe- 


rich 
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German economic and financial system was usin^ part of 
the revenue of its foreign investments to pay for the grow¬ 
ing volume of goods brought from abroad—for raw ma¬ 
terials needed to keep huge factories at work, and food 
stuff’s, raised abroad, relished f)y a working population 
whose wages were increasing. 

THE ZONES OF INVESTxMENT 

Economic, financial, and political considerations mingled 
in the processes which determined the selection of fields of 
foreign investment by German capital. No fixed and domi¬ 
nant affiliations narrowed down the direction of its flow 
to a few definite areas. Up to almost the end of the nine¬ 
teenth century it moved mainly toward near-by states, 
especially those on its eastern frontiers. Tlic govern¬ 
ments of these countries then were bound to Germany by 
friendly alliance or by fear of tlie n.ational ])ower demon¬ 
strated in the war with France. They needed German 
caj)ital for the exploitation of their resources, German 
technical knowledge and organizing ca])acitv. From them 
Germany drew raw materials, to them she sold manufac¬ 
tured products. This was the natural area of extension of 
German financial enterprise. 

Kut even before the nineteenth century was over fi¬ 
nancial and political infiuences were restraining the proc¬ 
ess in some of the directions it had previously taken and 
were stimulating it in others; and these influences con¬ 
tinued to be active up to 1914. French capital was more 
freely and cheaply available for European borrowei*s; 
French savers showed less anxiety regarding the solvency 
of badly governed states. At the same time, German com¬ 
mercial interests and political aims began to extend to 
many other parts of the globe. Colonies were acquired in 
Africa and on the Asian Continent. The growing countries 
of I.atin-America appeared to be an open area for Ger¬ 
man finance and trade, certain to increase in importance 



74 Europe: The JVorld^s Banker: 1870—1914 

as their populations increased and modern productive 
technique was applied to their resources. The girth and 
rapid development of the United States, of Canada and 
the other British dominions, tempted with their opportuni¬ 
ties. German foreign investment scattered more widely, 
pursued more aims at once. 

The measurement of its distribution must be faulty— 
the following figures are only rough approximations. 

GEOGRAPHICAL DISTRIBUTION OF GERMAN LONG-TERM 
FOREIGN INVESTMENT 1914i4 


(Billions 

of marks) 


Europe 


Outside of Europe 


Austria-Hungary 

8.0 

Africa (including German colo¬ 


Russia 

1.8 

nies) 

2.0 

Balkan countries 

1.7 

Asia (including German colo¬ 


Turkey (including Asiatic 


nies) 

1.0 

Turkey) 

1.8 

United States and Canada 

3.7 

France and Great Britain 

1.3 

Latin-America 

3.8 

Spain and Portugal 

1.7 

Other areas 

0.5 

Rest of Europe 

1.2 




12.5 

11.0 


Somewhat over half the total foreign investment, in 
1914, was in the European Continent, including Turkey 
as a European state. Of the bond investment, probably 
as much as two-thirds was in this region.German capital 
held many securities of the Austro-Hungarian govern¬ 
ments. It had helped to build the Austrian railways, and 
had intimate connections in all fields of banking and in¬ 
dustry. Yet it is possible that in the years before the war 
German investment declined rather than the contrary, as 
the pressure upon German capital resources increased. 
The investment in France and Great Britain represented 

The material for this table was drawn from a large variety of 
sources, mentioned in later chapters where the financing of various areas 
is discussed. 

IS Cxunpare the analysis in F. Lenz, “Wesen und Struktur des 
Deutschen Kapital-Exports vor 1914,” Weltwirtschaftliches Archiv, July, 
1922. 
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attempts to supplement or extend German business ac¬ 
tivity. Iron ore sup])lies were sought. Branches of German 
chemical, metallurgical, and electrical plants wcm-g estab¬ 
lished to operate in markets more cfFectively reached 
thereby. Branch banks and trading comj)anies working 
with German commercial interests were founded. 

Of the investment in the Balkan states, almost half of 
the total was in Roumania, some in government securities, 
the rest in oil and industrial properties, timberlands, and 
banks. Up to the defaults of the nineties Germany had 
been the chief financial support of the other Balkan 
governments, but thereafter this investment was hardly 
enlarged. Investment in ])rivate enterprises in these coun¬ 
tries grew, but not without discouragement and opposi¬ 
tion. In Russia, likewise, it was in tlic decades before the 
nineties that German purchases of government securities 
mounted most raj)i(lly. Thereafter, till 1914, the stock 
exchanges were closed to new listings of Russian govern¬ 
ment securities with the exception of a few issues favored 
by temporary political circumstance. German enterpris¬ 
ing capital, too, was checked in its efforts at extension in 
Russia, but substantial amounts were engaged in metal¬ 
lurgical and machine-making works, banks, public utili¬ 
ties, power plants, and the electrochemical industry.’*' 
During the eighties and early nineties German capital 
became heavily interested in Italian government securities, 
and put mucli besides in banks, in electrical, metallur¬ 
gical, and shipping industries. But later on many of the 
government securities were sold, and the ])articipations in 
industrial enterprise extended only slowly and against 

According to the computations given by L. J. I.ewery, Foreifjn 
Capital Investment in Russian Industries (Bureau of Foreign and Do¬ 
mestic Commerce, Miscellaneous Series, No. 124, Washington, 1923), p. 
7, the German investment in Russian industry and commerce was 317 
million rubles (not including commercial undertakings), of which 72 were 
in financial institutions, 55 in municipal public utilities, 48 in mining 
and metallurgy, 78 in metal and machine-making plants, 30 in chemical 
factories. 
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unfriendliness. The holdings of Spanish and Portuguese 
securities were not added to after early disappointments. 
In the small neighboring states, Switzerland, Holland, 
Belgium, German industrial enterprise and capital were 
more thoroughly at home, and German capital was active 
in half a hundred fields. But it was in Turkey, during 
these later years, that the accumulation of German capital 
w.i^is most notable. It extended its purchases of govern¬ 
ment securities, and found even under difficult circum¬ 
stances the means of carrying along the Bagdad railway 
project, engaged in port construction, in local pubhc 
utility and other enterprise. Such was the panorama of 
German investment in Europe. 

Of the investment overseas the largest share was in the 
American continents. Securities of many American and 
Canadian railways liad long enjoyed an active market on 
the German slock exchanges. German capital built bnxnch 
factories in lines of industry in which they were pre- 
erniTicnt, created establishments to utilize chemical and 
metallurgical patents and formulas; numerous trading 
concerns establislied themselves.The inv(‘stment in 
I.at in-American countries was scattered and took many 
forms. During tlie yeai’s after 1900 a reception was given 
to the government bonds of almost all the Tiatin-American 

17 Report of the U. S. Alien Property Custodian, February 15, 1919 
(Washington, 1919), contains a detailed li.st of the securities owned, and 
tlu* enterprises in which Germans held an interest before American entry 
into the war. 'hhe list includes the ownershij> of German citizens then 
resident in the Fnited States. Inn)ortant among the security holdings were 
the stocks and bonds of the Baltimore & Ohio and Pennsylvania railroads, 
the United States Steel and .\merican Tele})hone Telegra])h. The 
amount invested in sto<‘ks exceeded that invested in bonds. One interest¬ 
ing feature of the stock holdings is the number of stocks of “unknown 
and undetermined value.” These were chiefly oil and mining stocks; ap¬ 
parently the promoters of the West found a good field in Germany. The 
total value of the property, including patent rights, in the. hands of the 
Custodian, w^as set at 566.7 million dollars. But because of the circum¬ 
stances of sale, the condition of valuation, the lack of distinction between 
enemy aliens of diff(‘rent nationalities, etc., this total must be taken only 
as a general indication. 
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states, of Argentina, Brazil, Mexico, Chile, Venezuela, and 
others, and even to the provincial and municipal loans of 
these countries. A coordinated and profitable system of 
banks was built up south of the Panama Canal. A num¬ 
ber of port works and public utilities was financed and 
operated under German direction. In contrast to the ac¬ 
tivity of British capital, the railway ventures undertaken 
were few; a small part in Mexican and Argentine railway 
financing, a small line in Brazil, trouble-making lines in 
Venezuela, unexecuted plans in Guatemala—these made 
up the German financial interests in this field. British and 
American financial and construction enterprise enjoyed a 
preference over German right up to 1914; only second 
choices were left. A favored form of enterprise was that 
for the conduct of export and import trade. Some invest¬ 
ment was made in mortgage banks and plantations. 

Of the investment in Asia, only that in China was of 
imjjortance. German capital participated in most of the 
general loans of the (fiiinese Government. In Shantung it 
undertook, by itself, ihe financing of railroads and mines; 
a share was taken in other railway borrowing. The number 
)f Gorman business houses in the Far Fast increased. 

The cajiit^l invested in African territories outside of 
ilie (barman colonies exceeded that placed in the German 
colonies. The interest in South African gold mines and 
railways antedated the Boer War. That in Egyptian gov¬ 
ernment securities also went back to an early period. The 
purchases of Moroccan bonds, the investment in public 
utility and mining enterprises, grew before the establish¬ 
ment of the French protectorate, but never was gi’eat in 
total. Within the German African colonies, investment 
was small before 1907, consisting largely of that in trad¬ 
ing and plantation companies, some of which possessed 
imperial charters. Heavy losses were suffered by these 
companies in their first efforts, and the German Govern¬ 
ment and Great Banks had to come to their rescue re¬ 
peatedly. After 1906 investing interest in colonial enter- 
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prises increased. Railroad building was carried forward 
vigorously with the direct financial aid of the German 
Government in all four of the colonies in Africa; three 
roads of penetration were headed toward the Congo. Min¬ 
ing and exploration companies overcame their first diffi¬ 
culties and were finding it easier to raise capital for ex¬ 
tending operations. 

l^n this scattering of German investments, despite the 
intrusion of political circumstance, there was a bent 
toward those investments which would produce an eco¬ 
nomic development beneficial to German industry and 
commerce. By loans to governments of countries with 
promising economic futures, German finance might win 
place which would indirectly yield opportunity to German 
industry and commerce. By the creation of banks, the 
establishment of branch factories, the building of rail¬ 
ways, the same pur})oses would be served. The whole 
operation of tlie German economic system, between 1870 
and 1914, became increasingly dependent upon the de¬ 
velopment of foreign markets for German goods. Thereby 
only could the expansion of the German heavy industries 
be sustained, the raw materials necessary for that expan¬ 
sion secured, the rapidly growing working population be 
kept in employment with an improving level of life. The 
banks weighed these considerations against the needs of 
domestic industrial establishments and the demands of the 
government. 

THE CHARACTER OF THE INVESTMENT 

Despite a prevailing conception to the contrary, sub¬ 
stantially more than half of the foreign investment was in 
fixed interest-bearing securities, especially the bonds of 
foreign governments.^® A large part of the investment of 

18 According to the calculation of H. Zickert, Die Kapital-Anlage in 
Augldndischen Wertpapieren (Berlin, 1911), pp. 39-iO, 66.8 per cent of 
all foreign securities listed on the German Stock Exchange in 1910 were 
fixed interest-bearing. 
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variable return was not in the hands of individual in¬ 
vestors but of the Great Banks. They in many different 
fields bore the main financial risk of new enterprise; even 
after the enterprises were established they tended to keep 
stock in their possession when disposing of fixed interest- 
bearing securities. 

Next to government securities, it was in railway securi¬ 
ties that most German capital was invested. Some of these 
securities represented merely outside investment without 
banking participation in control, as in the case of the 
American, Canadian, Mexican, and Russian railways. 
Otlier railway investments were accompanied by complete 
or partial control of the ])roperty as, for example, in the 
railways of the (ierman colonies, of Venezuela, of Shan- 
tiing, of the Oriental, Anatolian, and Bagdad railways in 
Turkish territory. The investment in other public utili¬ 
ties wfis comparatively small and widely scattered, those 
in Turkey, in Russia, in the Balkans, and South America 
being most important. The sum so invested was probably 
exceeded by the amount devoted to tin' establislmient of 
brand! industrial factories. The great establishments 
(Allgemeine Rlektricitats (Tcsellschaft, Siemens and 
Sduickert) had plants in Austria-Ilungarv, Russia, Italy, 
Spain, and elsewhere, to make and instal electrical equip¬ 
ment. Electrochemical works were established in Rus¬ 
sia, Austria-Hungary, Spain, Sweden, Norway, and 
Switzerland. In the development of mining properties com- 
jiaratively little capital was invested. Sliares were taken in 
the gold mines of south Africa; iron ore projierties were 
sought in Europe and Africa; colonial enterprises were 
developed in Shantung and southwest Africa. But the 
Germans had little experience in the mining field, and 
left it chiefly to the British and Americans. In oil-bearing 
properties the important investment was in Rournania, 
where six large companies were grouped under the fi¬ 
nancial direction of the Deutsche Bank and Diskonto- 
Gesellschaft. 
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These, along with the interest in foreign banks, com¬ 
mercial and mortgage, plantation companies, and trading 
companies, were the forms which German loans and in¬ 
vestments took. As the era from 1870 to 1914 moved to 
its end, there was a growing reluctance to supply capital 
for the needs of foreign governments. There was a grow¬ 
ing determination that some visible advantage should be 
pbtained for German commerce and industry from the 
foreign investment of capital of which, it was felt, the 
German Government and industry had constant need. 



PART II 

RELATIONS BETWEEN FINANCE AND 
GOVERNMENT IN THE LENDING 
COUNTRIES 
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FINANCE AND GOVERNMENT IN 
GREAT BRITAIN 

I.EGAT. FHF.KDOM AND INFORMAL INTERCOURSE 

B ritish loans and investments in foreign lands 
first attained substantial volume in that same era 
—the first half of the nineteenth century—-in 
which British industry and commerce found tJieir growth 
by suj)plying the rest of the world. Like those who carried 
on industry and trade for their own })rofit, tliose who had 
capital to invest, and those whose business it was to deal 
in investments claimed the right to carry on their activi¬ 
ties without government hindrance and control. Their af¬ 
fairs, they argued, were best run, judged botli by their 
own interest and by national interest, without govern¬ 
ment interference. To this laisscz faire argument official 
o[)inion subscribed. Such a view was natural in the country 
whicli did not impose legal reserve requirements for banks, 
whicli permitted gold to enter or pass out without control, 
wliich left to j)rivate individuals the direction of the Bank 
of England, and whicli allowed the Stock Exchange, as a 
jirivatc institution, to manage itself. Thus the govern¬ 
ment attempted no formal regulation of capital invest¬ 
ment, except to prevent fraud and to ])revent activities 
judged socially unwholesome. As the capacity of the I..on- 
don money market grew, as London became the center 
where the world's commerce and development was financed, 
banking circles came to regard their freedom as essential 
to the maintenance of their dominance. The power to act 
without the complications of official formality, without 
having to weigh considerations outside of those inherent in 
every financial deal, was considered to be one of the secrets 
of supremacy. Freedom of capital movement, too, fitted 
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naturally with the free-trade commercial policy of the 
country, and was supported by the same arguments as 
supj)orted this commercial policy. 

Tliat under this regime of freedom so large a part of 
the available British capital sought occupation abroad, 
provoked little serious doubt of its wisdom. For the chief 
industries of the country came to rely increasingly upon 
tlieir foreign commerce. Tlie investment of British caj)ital 
abroad was regarded as bringing additional sustenance to 
that commerce. If it created foreign competition—but it 
was seen that for the most part it avoided op])ortunities 
wliere it might—there was confidence that the competition 
rniglit be met. Since most entered fields such as railroad 
construction, mines, ship[)ing, land development and the 
like, the return, in the form of orders for British industry, 
was direct and evident. Furtlierinore, a large part of the 
capital which went abroad was serving to develop lands 
owned bv Knglishmen, ])art of the Empire, of a far scat¬ 
tered, yet felt to be integral, whole. Thus thei'e was much 
less of that undertone of criticism of foreign investment 
on economic grounds by commercial and industrial circles 
than existed in other lending countries. As for the agricul¬ 
tural interests, thev were too weak to make a divergent 
()])inion effective, even if they entertained one. liittle op- 
])osition existed to the movement abroad of British capital 
either because of the volume this mo\ement attained, or 
because of its economic results. Save in exceptional in¬ 
stances where some British interest, usually political, 
seemed to be threatened, there was little wish for formal 
official interference.^ 

^ Of (‘oiirsc there were a few scattered critics among the socialists and 
advocates of imperial unity. The most capable critical analysis of the 
])olitical and economic results of British foreign lending, written by a 
lifelong opponent of the extension of European power over backward 
countries, is J. A. Hobson’s Imperialism (London, 1902). This is, how¬ 
ever, not a plea for government regulation of foreign investment, but an 
argument against the use of governmental power in support of investors 
in backward countries. 
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This attitude was agreeable to the cabinets which suc¬ 
ceeded each other in office; they did not wish to have to 
concern themselves regularly with the process. Numerous 
official documents bear witness to the reluctance of the 
government to introduce itself into this held cither to 
check an investment operation or to call upon banking 
institutions to render assistance to some governmental 
purpose. Such was the general tradition and official policy. 
The government tended—as far as ordinary ])ractice 
went—to treat the financial institutions as a sej)arate in¬ 
dependent power, rather than as a subordinate one. The 
chief reason was explained in 1914 by Sir Edward Grey, 
as Secretary of State for Foreign Affairs, in describing 
this policy. 

British financiers run their business (jiiite independent of 
politics, and, if we attempt to interfere*, ihey naturally con¬ 
sider that we come under some obligation. If they do some 
particular thing, either in granting or witfiholding a loan, 
to oblige the Foreign Office, then, of course, we come under 
some obligation, and 1 do not think that it is a desirable sys¬ 
tem. It is much better that we should lean* them to deal wdth 
these matters of loans. 1 do not say that there are no cases 
in which loans have a political character and in which finan¬ 
ciers come to tlie Foreign Office and ask if there is any objec¬ 
tion to them. But generally speaking, and esjiecially in South 
America, these are things in which the Foreign Office does 
not interfere.” 

In keeping with this ])o]icy, communication between the 
government and the financial institutions was irregular, 
a matter of informal choice, indirect, and unrevealed. In 
a variety of ways suggestions passed back and forth be¬ 
tween the financial world and the government, subtle in¬ 
dications of each other’s judgment. For the absence of 
any formal official requirement that the government be 

^ Parlmmenfary Debates, Hovse of Commons, 5th ser., LXIV, 1448- 
144P. 
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consulted before the emission of foreign loans did not 
mean that there was no interchange between the govern¬ 
ment and those who engaged in the loan business. The 
course of foreign investment was pointed in unofficial in¬ 
tercourse between those who shaped the country’s political 
and financial behavior. Without being compelled to do so, 
as Sir Edward Grey explained, financial groups contem- 
p] ,xting an issue which might aflect some official purpose 
often sought to inform themselves of official o])inion. This 
the government might refuse, often did refuse, to indicate; 
or it might choose an indirect method of making it known. 
But if and wlien it was discerned these financial groups 
ordinarily took serious heed. Banking groups, alert as is 
their wont, were guided by some brief public intimation, a 
speecli in the House of Commons or at a political dinner, 
or suggestion passed through the press. For such informa¬ 
tion was often of vital importance in gauging the security 
of the investment. Then, even outside of the ])articular 
transaction in question, they could ill afford to offend. 
Some groups, more closely connected with the govern¬ 
ment financially or personally, or more desirous of official 
favor and recognition, sought guidance far more fre¬ 
quently than others; some never entered into communica¬ 
tion with the government. 

In the Bank of England there existed a useful medium 
between the banks and the government. As banker for the 
state, it was in touch with the Treasury, and less directly 
with the Board of '^IVade and with the Foreign Office. The 
meeting of its Board of Governors brought together repre¬ 
sentatives of large investment houses; through them a 
government policy could easily be conveyed. Financial 
institutions outside this group were in business relations 
with the Bank of England, and could hear echoes of offi¬ 
cial desire. Often the bank’s a])proval of contemplated 
issues was definitely asked especially when the state of the 
money market made it ])ossibly inadvisable to issue foreign 
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loans. To the informed mind the action of the bank in re¬ 
gard to the discount rate and the sale or purchase of bills 
and securities, itself conveyed an indication of official 
wishes which financial considerations made it prudent to 
regard. 

The habits and structure of liritish society, too, con¬ 
tributed to foster a natural harmony of action. In the 
small circles of ])ower, financial power was united witli 
political power, and held mainly the same ideas. Partners 
of the im])ortant issue houses sat in the House of Commons 
or among the I.ords, where they were in easy touch with 
the Ministry. In clubs, country week-ends, shooting par¬ 
ties, Sir Ernest Cassel, I^ord Rothschild or liord Revel- 
stoke could learn the official mind and reveal their own; 
there w'as ample opportunity to discuss the wisdom or 
needs of the moment. The smallness of England, the con¬ 
centration in the same circle of those possessing intluence 
or prestige, the res])onsiveness to group opinion which 
ruled, the personal lionesty and discretion of English of¬ 
ficialdom, tfie acceptance by the financial world of a high 
standard of honor—all these combined to make it easier 
to understand the freedom left to private judgment. 

But various broader circumstances of Great Britain’s 
position among the nations of the world contributed to 
make the operation of this policy sufficient and effective. 
British foreign policy kept itself aloof from many of the 
quarrels and agitations of European politics. It had no 
important direct aims on the continent of Europe except 
the maintenance of peace, and, incidentally thereto, the 
balance of power. Eor these it felt no need to take a part 
in many of those fierce and obscure struggles for influence 
which engaged the continental j)owers. The important ob¬ 
jects of British policy, to be defended or advanced, lav 
outside the continent. When these were touched, the Brit¬ 
ish Government renounced its attitude of nonintercourse 
between itself and the financial forces of the country. 
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When these came into issue, all prepossessions were laid 
aside. 

Again, the British position bred a large-miiidedness, 
an assurance, in which it grew easier to trust to the un¬ 
restrained actions of private enter])rise, to forego calling 
u[)on its aid or pushing it forward against its intention. 
Karly in possession of a great empire which oifered vast 
opportunity to British commerce and influence, not feel¬ 
ing an acute need for additional colonies or regions of 
influence, it dis])cnsed with certain tactics used by (Jer- 
many and France. An accumulated ex[)erience showed, 
and continued to show, that the manifold connections and 
activities of British commerce and finance achieved for 
Great Britain in their freedom a vigorous expansion. 

THE ADJUSTMENT OF FINANCIAL AND POLITICAL POLIC Y 

Whether these be the true explanations of the fact, or 
whether it was jilainlv and sim])ly a matter of financial 
calculation, it is beyond ({uestion that the main course of 
British foreign investment was in ac'cord with the main 
national ])urposes, I'he feelings and de(‘isions of the in¬ 
vestors showed substantial identity Avitli those of the gov¬ 
ernment in power. Ca[)it.al went primarily to those lands 
from the develoj)ment of which the Bijtish jx'ople lioj)ed 
for benefit—in the wav of new sources of raw materials 
and foodstuffs, new markets. Tnkewise, it entered chiefly 
those types of employment which brought beiu^fil, in the 
form of orders, to British industry. Most freely and in 
greatest volume it moved to countries under the British 
flag and to the Ignited States—within the circle, that is, 
of established political friendshi]). From countries toward 
which antipathy existed it abstained, c]uick to detect tlie 
beat of the war-drum, no matter how muffled and distant, 
in the rhythm of relations. As in the decade before the war 
that beat grew louder and more insistent throughout Fu- 
rope, British judgment showed a growing mistrust of 
ventures anywhere on the continent. 
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A striking illustration of the accord that existed he 
twtH?n national [)oIicy and investment aclivity is gi\en l)^ 
the attitude shown toward opportunity in Russia. During 
the eighties and nineties, until 1906 in fact, while (ireat 
Britain and Russia opposed each other’s foi'ward move¬ 
ment in China, Afghanistan, Thibet, and IVi-sia, liritisli 
investors and hanks abstained almost entirely fiajin addi¬ 
tional Russian loans or investments, d’oward rlapan the 
London loan market was, on the contrary, resp«orisive. In 
1901-^, while the Bi*itish-flapanese alliance was being 
\vorked out, and all the continental money markets refused 
or hesitated, Japan found ready sup[)ort in London. Dur¬ 
ing the Russian-Japanese w^ar, only Japanese war loans 
were bought. But as matters in dispute between the Brit¬ 
ish and Russian governments began to move tow'ard settle¬ 
ment, British ca[)ital began to mo\'e toward Russia. Not 
long before the publication of the 1907 understanding, a 
large Russian government loan w^xs coiitracted in London 
for the first time in several decades. In th(‘ following years, 
as the political intimacy ripened, many emissions of Rus¬ 
sian government and munici})al loans followed. British 
capital and enterpinse began to o])erate Russian mines 
arid oil fii'lds, found banks, and build factoritvs. A similar 
modulation of investment activity to official attitude and 
])olitical circumstances tended to show itself throughout 
the field. 

In not a few instances of im])orlance, howxwer, no such 
ada])tation of banking action to official wont or need 
occurred. Banking firms, wdiether out of ignorance, indif 
fereiice or disagreement, transacted loans which inter¬ 
fered with the fulfilment of some government intention. 
Then the government took steps to make its will 
knowm, and to enforce it. The most spectacular of such 
interventions were called forth bv loans to countries where 
financial transactions formed the channels through which 
political tides ran—as in Turkey, China, and Persia. 

After many previously given indications of interest. 
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and after drawing the banks into the negotiations, the 
British Government in 1903 withdrew its support from 
the project to build a trunk line across Turkey, from Con¬ 
stantinople to the Persian Gulf—the Bagdad railway 
plan. Simultaneously those British banks that had ar¬ 
ranged to participate in the financing and operation of 
the line, withdrew. Whether the bankers, frightened by 
tl^e opposition shown in the press and Parliament, with¬ 
drew even before the announcement of the final decision 
of the government or in deference to this decision remains 
in some obscurity—as the account given in a later cha})ter 
indicates. But for the next decade it was the opposition of 
tlie government to the project which prevented the entry 
of British capital. British banks, consistently though with 
reluctance, rejected proposals that were made to them. At 
least once, the Foreign Office intervened in financial nego¬ 
tiations with Turkey, which had no direct bearing upon 
the Bagdad railway ])7a)ject. In 1910, Sir Ernest Cassel, 
head of the newly founded National Bank of Turkey and 
friend of King Edward, was induced to withdraw from a 
loan for the Turkish Government arranged in coiiperation 
with the Deutsche Bank. 

Twice, to give further illustrations more fully presented 
later, the British Government felt itself compelled to in¬ 
tervene in the loan negotiations with China-cliecking Brit¬ 
ish banks whose activities hindered the consortium which 
had official support. To enforce its purpose the govern¬ 
ment did not hesitate to threaten the Chinese Government, 
and to indicate its serious displeasure to the interloping 
banks. 

It was also to make another government conform to its 
will that the British Foreign Office introduced itself into 
loan negotiations between Persia and British bankers. By 
their agreement of 1907 Russia and Great Britain had 
divided Persia into spheres of influence, of operation for 
their capital and enterprise. The Nationalist party in the 
Persian Assembly took this agreement to portend the loss 
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of Persian irulepcnclencc. Hence when during 1909-10 
the two governments asked in return for direct financial 
aid, that a partly European commission be appointed to 
supervise the expenditure of the borrowed funds, that 
seven Erenclimen be em])loyed in executive j)osts in the 
Ministry of Finance, and that they be given prior right 
to 1)11 ild railways, the National Assembly refused to bor¬ 
row and endeavored to contract a loan with private bank¬ 
ers. Three times the llritish (rovernment a[)j)ears to have 
acted to constrain British financial institutions from re¬ 
sponding. In 1909, just as the British and Russian gov¬ 
ernments were making joint ])roposals to the Persian 
Government, the arrival of word tliat a British firm had 
been offered an option on a Persian loan by a continental 
group, the International Oriental Syndicate, caused the 
Foreign Office to take swift action to compel the ar¬ 
rangement to fail. Again in April, 1910, the British Gov¬ 
ernment joined the Frencli in an action of the same 
kind. Some months later still, Seligman & Company of 
Tiondon offered Persia a loan, part of wliich was to be 
used to ])ay off tlie advances received from the Im])erial 
Bank of Persia and to remove the lien lield upon the cus¬ 
toms of South Persia—tlie British sjihere of influence. The 
Imjierial Bank of Persia had been founded with the ap¬ 
proving ])atronage and sipiport of tlie British Govern¬ 
ment, and through it loans and advances had been made 
to tlie s])endthrift Shah before his overthrow. By argu¬ 
ments of a nature unrevealed, the Foreign Office persuaded 
or com])elled the Seligman firm to withdraw from the 
transaction. 

In these instances (and subsetpient chapters contain 
many more), the incompatibility between a privately ar¬ 
ranged investment and the span of some imperial interest 
caused the government to interpose itself. Of such inter¬ 
ventions some probably remain unrevealed, for they were 
conducted under strict rules of secrecy, were kept within 
the locked chambers of the minds of diplomatic officials 
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and bankers. No good, it was judged, could come from re¬ 
vealing official purposes to the outer world, to other Eu- 
ro])can governments, to states which might regard the 
conduct of the government as an unfriendly act. A dif¬ 
ficulty overcome, an object achieved quietly, seemed 
doubly achieved. These were the prime reasons for the 
maintenance of secrecy; and in many cases, good reasons 
thL‘y were. But tlie government ordinarily chose to explain 
it as a matter of obligation to the private interests con¬ 
cerned. Thus Lord Lansdowne, Secretary of State for 
Foreign Affairs, defended his refusal (March 5, 1903) 
to lav before the House of Lords the correspondence which 
preceded the decision in regard to the Bagdad railway. 

. . . Those coniinunirations were ... of the most con¬ 
fidential cliaracter. Now I am under the impression that the 
occasions ii[)on which the British Government finds itself in 
such confidential communication with the representatives of 
that great organism which we are in the hat)it of describing 
as tlie ('ity, are of rare occurrence'—probably much rarer 
than in any other country in the world. But I do say that 
when the)S(‘ occasions arise, and wlien those confidential com¬ 
munications take place, it should he e)n the ch /irc'st possible 
\ind(‘rstanding that the confidence which Is given and re¬ 
ceived i^ respecte’d from tx'ginning to end, and I think that 
wc should ill reejuitc the manner in which the gentlemen to 
whom T have reh'rred luive approached this (piestion if we 
wer(‘ to offer any encouragement to the idea that we should 
lay h(‘fore Parliament or in any way give to the public the 
docuuu'nts, or the })ur[)ort of the conversaticuis, tluit passed 
lietwecm us.'^ 


THE rOTONIAT. STOCKS ACT 

These interventions were affairs of the moment, bred by 
sjiecial circumstance, and directed to precise ends. But in 
one wav the movement of Britisli ca])ital was affected per- 

3 Par/. Debates, House of Lords, 4th ser., CXXI, 1343-1344. 
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sistentlj by standing government policy, by the standini*. 
law of the land. British ca])ital was directed toward tht 
British dominions and colonies by the Colonial Stocks Act. 

By this act, as revised in 1900, the securities, duly regis¬ 
tered in the United Kingdom, of the British colonial and 
dominion governments which observed the a])plical)lc 
Treasury orders, were made eligible for inclusion among 
‘‘Trustee Securities.”^ The loans of the Indian (iovern 
merit had been previouslv so privileged as tlieir issue was 
sub ject to the control of the British Parliament, l^y ac¬ 
quiring “trustee” status, securities became ])urchasal)le by 
trust bodies and institutions whose choice was restr icted 
closelv and whose securitv holdings were considerable. 
This provided a strong market for colonial and dominion 
bonds within which the bonds of foreign governments 
could not com[)ete. In addition the safeguards irniiosed by 
the '^I'rcasury orders augmented tin- confidence felt by 
investors. 

In accordance with the duty assigned by the Colonial 
Stocks Act (Section 2), the British Treasurv ])rescribed 
the conditions of eligibility to be observed bv tlie borrow¬ 
ing governments. Fii-st, the c*olony (oi' dominion) had to 
pi'ovide bv legislation for the pavment out of its revenues 
of tlie sums which might become ])aval)le to the investor^' 
under any judgment, deci-ee, rule, or order of a court in 
the luiited Kingdom. Second, the borrowing government 
had to satisfy the Treasury that adequate funds, as and 
when required, would be made available to meet anv such 
decisions. Third, the borrowing government had to place 
on record a formal expression of their opinion that any of 
its legislation “which appears to the Imperial Government 
to alter any of the provisions affecting the security to the 
in jury of the investor, or to involve a departure from the 
original security contract, should properly be disavowed.” 

4 The question is discussed in the Report of the Departmental Com 
mittee Appointed to Consider the Investment of Trust Funds in Colonial 
Inscribed Stocks (C6278, 1890-1891). 



94 Europe: The World's Banker: 1870-19li 

In establishing the preference conferred by this legisla¬ 
tion Great Britain was moved by diverse considerations. 
To promote the economic development of the colonies and 
dominions recommended itself both on political and eco¬ 
nomic grounds. These were the natural political allies of 
the government, the natural area of operation for British 
industry and commerce. A trust in consanguinity, in Brit¬ 
ish qualities transplanted abroad, bred the conviction that 
they were the safest outside fields of investment and so, 
wisely favored. Then, too, there was the assurance that a 
substantial part of such borrowing would be expended in 
the United Kingdom. For under the British colonial regu¬ 
lations, the borrowing of the colonies not possessing re¬ 
sponsible self-government was arranged through Crown 
Agents. These officials were resident in London, and ap¬ 
pointed by the Secretary of State for the Colonics. Into 
their care was given the purchasing of colonial govern- 
ineiils in foreign markets."* In the offices of these agents 
were drawn the specifications for c{)lonial railways, harbor 
works, public utility })lants, and the contracts for ma¬ 
terials signed. l\)r the fr)reign purchases of British India, 
whose loans liad to l)e authorized by Pai-lianient, the same 
system was operated tlirough the office of the Secretary 
of State foi- India. In 192^} it was stated by the Under¬ 
secretary of State for India that in tlie past 95 per cent 
of the borrowed funds spent abroad by the Indian Govern¬ 
ment had been devoted to purchases in the United King¬ 
dom.^ The self-governing dominions, the largest borrow- 

8 For infomiation as to these regulations and their o]M*ration, see the 
Regulations for His Majesty's (■olonial Service, the Dispatch from the 
Secretary of State for the Colonies to Governors of all colonies not pos¬ 
sessing responsible government, etc., February .26, and especially 

the Minutes of Evidence, Committee of Enquiry into the Organisation of 
the Crown Agents Office (Cd. 4474, 1909). 

0 On the occasion of a debate in the House of Commons, July 17, 1923, 
over the proposal to insert in an East India Loans Bill “providi'd that 
at least seventy-five per cent of any such sum, or sums, so raised he ex- 
})ended in Great Britain,” In this connection see also the Resolution of 
the Legislative Assembly of India, 19H, advocatinj>^ purchases “in the 
cheapest markets.” 
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ers, similarly retained financial and purchasing agents ii 
London. But they were of their own selection, and the 
home governments used their discretion entirely in decid¬ 
ing to what extent purchases should be made through 
them. These arrangements created a sentiment favorable 
to colonial and dominion loans, especially in the industrial 
circles which could foresee a direct benefit to be obtained. 
The accepted belief that foreign investment always must 
stimulate foreign sales after all, rested upon abstract, 
complex reasoning. In the case of colonial and dominion 
loans the fact became self-evident. Thus opinion in indus¬ 
trial circles supported the preference conferred by the 
Colonial Stocks Act. 

THE government’s CONCERN WITH FOREIGN OPPORTUNI¬ 
TIES FOR BRITISH CAPITAL AND ENTERPRISE 

Those who directed the foreign affairs of Great Britain 
between 1870 and 1914 desired uninterrupted friendly re¬ 
lations with outride powers. Thus they were inclined to 
eschew fields of action which multiplied disputes with other 
countries without bringing great benefit. The vicissitudes 
of British capital and enterprise in search of opportunity 
abroad often fell, or seemed to fall, in that class. The 
underlying wish of tlie government—to be detected in 
phrases, gestures, unexplained actions of omission or com¬ 
mission, not in formal utterances—was that this hunt for 
opportunity should engage the Foreign Office as infre¬ 
quently as possible. The importance of the operations of 
British capital abroad was not underestimated, once the 
philosophy and calculus of empire were generallv ac¬ 
cepted. But a place achieved solely through private effort 
and arrangement was doubly valued, for it involved the 
government in no rivalries, no difficult and uncomfortable 
negotiations. ‘‘The Honorable Member asked me what 
laurels I had on my brow with regard to railway con¬ 
cessions,” Sir Edward Grey, the Secretary of State for 
Foreign Affairs, informed the House of Commons on 
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July 10, 1914, “I would much rather if when we get com¬ 
mercial concessions, that they were given with the good¬ 
will of foreign countries from which they were obtained 
and not by diplomatic j^ressure. And that is one of the 
reasons why, if I had laurels, I would much rather not 
wear them on my brow but put them in my pocket.”^ 

This was the traditional official attitude, inherited from 
the early nineteenth eentury, tinged by the training and 
outlook of those circles which bred most of the political 
leaders. But as the century bore to its close, this natural 
inclination, attitude, yielded to the shaping forces of the 
time. As highly organized industry and commerce attained 
a steadily growing part in deciding Great Britain’s po¬ 
litical course, the demand increased that the government 
use the j)ower of the state to aid British industry to secure 
openings and contracts abroad; and in response to the 
demand, the government yielded. 

Tlie important Kuropean lending countries, moved 
either l)y tliat same age-long zeal for an extension of their 
rule that carried Alexander and Caesar across the known 
world, or by some compulsory tendency of their national 
economies—the question of basic moving force cannot be 
settled here—were seeking to assume dominion over for¬ 
eign regions, or when that seemed unobtainable, preferred 
or exclusive opportunity. But the political morals of the 
time did not countenance the outright use of force, which, 
in addition, was apt to be costly. I)i])loinacy discovered 
that its ends might be realized by alliance with private 
capital and enterprise. In many countries the people were 
wholly unhabituated and unable to construct and manage, 
by themselves, a machine and power industry. The politi¬ 
cal units under which they lived were obsolescent, and their 
loyalties local and undeveloped. Their government organi¬ 
zation was incapable of planning industrial development, 
of managing relations with outside capital equitably and 

7 Pari. Debates, House of Commons, 5th ser., LXIV, 1442. 
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firmlv. To aid private capital and enten-prise in a world 
in wliicli sucli ambitions were active, and sin-h eonditions 
])revailed, became an ini])()rtant activity of n'oven'nment, 
wliatever the nature of the' country's aims. 

I)es])ite the iraditional dislike' e)f minnline; in the nej^o- 
tiatie)iis of private business, anel of ce)mj)li( atini^ relations 
with other powers, the British (iovermnent uiielertook te) 
i>'ive such aiel. Sir Kdwarel (irey cleai*lv e-xplameel in an¬ 
swer to members of the ]Ie)use e)f (’onmions v ho ^^el•e ac- 
cusinir him of laxity (duly 10, 1911), 

... I ri'^ard it as our duty, wlun-cNt r bond fide British capi¬ 
tal is forthconiin^ in any jeart of the* world, and is a})plving 
for concessions to wliich there are no valid ])()litical ohjec- 
tion^, that We shoulei give* it tile utmost support we can ami 
ende'avor to convince the foreign go\ernine‘nt concerned tliat 
it is to its interest as well as to eiur own to give the con- 
c(*ssions for I'ailways and so forth to British firms who carry 
them out at re-asemahle prices and in the best possible way/ 

This aid was extended wherever some major as])ect of 
British foreign pidicy s(‘emed \itally affected, and the 
natural forces of competition could not be trusted to pro¬ 
duce an ecjuitaijie or desired outcome. 

ddie exertions of the government adapted themselves to 
the strength and character of otlier go\eriiments, and to 
the ruling political relationshijis wdiich existed in different 
areas, ^^dlere strong and orderly governments existed, 
which might resent anv displav of ])rt\ssure—as in the 
larger Latin-American countries, dapan, S])ain, and the 

Ihid., ]). 14V.5. .St ill the irovernment was eritic'ized by ^^roiips which 
found frovernrnent aid unsatisfactorv' compared to that extended hy other 
governments. 'I'lius, an influential incinh(‘r of the tiou.se, recounting 
episodes in which the Foreign (tftice showed itself unwilling to intcT- 
fere, “I was told tin* Foreign Office could not interfere in matters like 
that. Other Foreign Oftiees do interfere; they recognize, and why should 
we not r(*eognl/e as we are the greatest of corumereial countries, what 
other Foreign Offices recognize, that the advancement of the commerce 
of their country is the chief aim for which they exist. Why do we not 
aeknowdedge that.^” .Sir J. D. Uees, ihul., pp. 1408-1409. 
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Scandinavian countries—government action rarely went 
beyond friendly recommendation, promotion of British in¬ 
terest where it was apparent that a common interest would 
be served. In the smaller states of Latin-Ainerica, where 
governments were often in the hands of self-enriching 
groups, and the J)lay of wits and force rather than normal 
competitive considerations shaped decisions, government 
representation became more pointed. But here the exist¬ 
ence of the Monroe Doctrine and American policies were 
restraining influences. IVice, in fact, in deference to 
American wishes, the British Government seems to liave 
actually induced British enterj)rise to withdraw from ri¬ 
valry with American in regions in which the United States 
asserted a special interest. British oil interests were per¬ 
suaded to cease their elfort to extend oil concessions in 
Colombia and in Mexico by tactics objectionable to the 
American Governinent.*’ From the conflicts of influence in 
Eastern and Southeastern Europe the British Govern¬ 
ment tended to stand aside; it was inclined to leave tliis 
field of opportunity to the financial grou])s of France and 
(iermany, Belgium, and Switzerland. 

It was in the undeveloped, disorganized Chinese Em¬ 
pire, in the lands on the road to India, Tiirkev, Persia, 
and Egypt, and in the continent of Africa that the gov¬ 
ernment step])ed to the fore, strove with, l)v, and for 
British private grouj)s. Sometimes this effort had no other 
ob ject than hel])ing an English group to secure equitable 
consideration. Sometimes it was bent on having a field of 
o])p()rtunity set aside for British ca])ital and enterprise. 
Sometimes it was guarding a politic.al fj-ont or ac([uiring 
new dominions. Always the government retained freedom 
to act in accordance with its best judgment. But that 
judgment was shaped by a recognition that tlie initiative 
of these groups was building u]) Great Britain’s ])owcr in 

^Life and Letters of Walter H. Vatje (New York, 1922), 1, 181, 217, 
225, 227. The Intimate Papers of Colonel House (New York, 192G), I, 
191., 199, 202. 
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disputed regions; and tliese groups, themselves, through 
their influence in rarlianient and outside had much weiglit 
in deciding the course ])ursued. 

way of indication, some of the major interventi<ms 
of tlie British Government—more fully })resented in suh- 
sequent chapters—may he touched upon, h'rom the ter¬ 
ritorial partition of China, British commerce had more to 
fear than hope, llritish j)olicy gave support to the main¬ 
tenance of Chinese unity in rather cautious and inter¬ 
mittent fashion (as was required by the alliance with 
Japan, and, after 190(>-7, by the growing friendship with 
Russia). Its aims in intervening the British Government 
phrased for itself as ^‘redressing the balance of j)ower” in 
China, and “retaining equal o})portunities for trade and 
enterprise.” Between 1896 and 1898 the field of British 
intentions was marked out. By direct ultimatum in 1898, 
the Chinese Government, which had already yielded to the 
demands of other governments, was forced to assign to 
British grou})S concessions for railways traversing ten 
provinces and to promise that it would not alienate the 
Yangtse Valley region to any other power. In later years, 
by skilful negotiations with other European governments, 
by ])atient su})port of British banks in troubled dealings 
with the Chinese Government, these rights were turned 
into actual opportunities, guarded against the invasion 
of other governments or capitalist groups, and augmented. 
Jdie willingness of the government was indicated by Lord 
I.ansdowne, on June 16, 1908, in concluding a speech 
on (diinese affairs. “. . . I may say that the noble Earl 
may de])end upon it that the associations which represent 
British interests in the matter of railway construction in 
China will certainly receive from His INIajesty’s Govern¬ 
ment a backing which I hope will bear comparison with 
that received by the representatives of other countries.’”^ 
So, too, negotiating force and shelter was supplied to Brit¬ 
ish interests which engaged in mining in China. 

Pari. Debates, Home of Lords, 4th ser., CXXIII, 1048. 
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7V) establish British influence and interests in Persia 
and the lands of the Turkish Empire, the same ty})e of 
assertive activity was undertaken by the government. In 
the poor and distant land of Persia, no hope of serious 
economic gain stimulated official action. Ma jor aspects of 
imperial ])olicy were deemed at stake—the prevention of 
Russian expansion toward India, the fear Jest some alien 
interest would build a railway to the Indian frontier, the 
determination to maintain political dominance in the re¬ 
gion of the Persian Gulf. Eor tliese reasons, the resources 
of the Persian Government must not be pledged to other 
lenders than British. Railroad and navigation concessions 
in South Persia must be in British hands. No })owerful 
group of foreign nationality must be ))ermitted to estab¬ 
lish itself there. The British Government induced, and 
when conditions demanded, coerced the Persian Govern¬ 
ment to put these matters in British hands. An additional 
])urpose appeared with the discovery of oil in Persia. Lord 
Pisher had already made up his mind that the battleship 
of the future would be fueled by oil, and the su])])lies of 
Persia a])|)eared as the answer to a suddenly realized need. 

In d'urkev, t(^o, the government was moved more de¬ 
cisively by ]>olitical considerations, than by a seris(‘ of the 
im[)ortance of opportunity to British capitalists. Active 
the British Ambassador was in making place for his c‘om- 
])atriots, but less ardent and assiduous tliari his rivals, less 
driven on by an excited government. Jh'itish financiers 
were fiermitted to reduce their iTiterest in Turkish rail¬ 
ways. ddie successes of P'rench and German syndicates and 
negotiators were witnessed without much anxiety. But the 
Bi'itish Government kept its attention riveted upon those 
])arts of Turkey, alien control of which vv^as considered 
dangerous to the imperial scheme Bagdad and the re¬ 
gions south to the Persian Gulf. Here British commerce 
was nourished, the claims of British navigation comjianies 
urged, the advancing ])roject of the Ifagdad railway 
stojiped. In those negotiations of 1911-14, which jironi- 
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iscd at the time to settle the division of opportunity in 
Turkey among the powers—these aims were vindicated. 

Africa, its })recious metals, its offerings of all the re¬ 
sources of tropical and temperate zones, its untraversed 
reaches waiting the track-layer and the locomotive, at¬ 
tracted liritish youth and enterprise to its unexploi-ed 
chances. In this continent where new political dominions 
could be secured by trafficking with some native chief, 
where concessions could be turned into ])olitical constitu¬ 
tions, where colonial boundaries were uncertain and rich 
regions were under the control of minor powers like I^or- 
tugal and Belgium, each action of {)rivate enterprise be¬ 
came an element in political arrangement. In these f/icts 
the l^ritish GoverniiU'iit needed no instruction. But outside 
of Kgypt and South Africa, the British Government 
sought, at first, no additions to its resjionsibilities. It was 
not eager to undertake expenditure and militarv action 
to acquire new domains, rich as they might prove to be. 
But its citizens, its Rhodes, Jamesons, d'aubmans, Mac- 
kinnons, and Lugards and the financial grou])s that fol¬ 
lowed their daring lead had momentum of their own; they 
would drag the British Empire after them, and they did. 
Thus the lustorian of the economic development of the 
liritish Emj)ire has observed that 

it has been the function of tlie British Cliartercd Companies 
to go in front of the nation and discover and organize a 
trade. Sooner or later this trade brings the conipanv into 
conflict with foreigners or with native rulers, and the Crown 
has io intervene whether in the interests of its own peo])le, 
or that of the natives, or to preserve order. 

In occupied regions like the Boer Rc])ublics, in neglected 
colonial areas like Mozambique, in native highlands like 

L. C. A. Knowles, The Eronoviic Development of fhe British Over- 
seas Empire (London, 19134), p. 2b'l. See the rontemporary eonnnents of 
the Econofyiist, Oetober 2(>, lss.9, on “'Die New Sovereign Company” which 
is described thus: “merely agents bound to take the advice of the Secre¬ 
tary of State.” 
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Rhodesia, in the jungles of East Africa, and the tropical 
interior of the Nile, the frovernment found itself occupied 
with the affairs of the adventurers and capitalists. It 
moved slowly, often without clear recognition of what it 
was achieving, deciding its course by circumstance—yet 
with a stubborn will, once a situation shaped itself, to 
support the liritish advantages. The C'olonial Office was 
geared to forces stronger than itself, (jovernment and pri¬ 
vate enterprise became often part of one mechanism driven 
by the forces of geographical discovery, industrial tech- 
ni(}ue, and nationalistic feeling. 

rm: pat^mkrston circtjuau and subsequent policy 

A loan to a foreign government is an act of faith; the 
financing of an enterprise in a foreign land is hardly less 
so. For the foreign government, because of misfortuiu', 
miscalculation or merelv bad intention, may refuse to nu‘et 
the obligation of its debt. Or it mav pursue policies, be¬ 
come involved in difilculties, pass legislation injurious to 
the pecuniary interest of foreign investors who have un¬ 
dertaken an enterprise within its domains. In all such 
situ/itions there are no established legal institutions witfi 
authoi’ity to pass judgment upon the rights of the [)arties, 
the just course to be ])ursued. Ciovernmcnts usually claim 
that their behavior toward their creditors, and the treat¬ 
ment accorded any ])rivate interest within their borders, 
are matters within their sovereign jurisdiction for which 
thev (‘annot be brought to l)ook except by then- grace and 
(‘onsent. Thus with grieyance real or fancied, the foreign 
investor may find himself without adeijuate legal recourse 
against the state through whom loss has been suffered. 

strengthen himself in negotiation with the foreign 
goyernment it is natural that he should turn to his fellow 
investors, form ])rotective associations, and to his own gov¬ 
ernment asking that action be taken in his behalf. With 
a foreign investment so great and scattered as the British, 
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with a lending world so willing to take long risks against 
a promised high return, and a borrowing world inclined 
to take its debts lightly, the British i^'oreign Office became 
a seat of sup])licati()n. 

The changing shades of Jiritish policy in the ('arly part 
of the nineteentli century have been summed up in a sen¬ 
tence, ‘‘Wdiat had been an embarrassment to Oastlereagli, 
a sul)ject to be virtuouslv shunned for Canning, was ap- 
])caring to Palmerston as an opportunity and as a right 
to be em])loved with discretion, and was foreshadowed as 
a possible national duty.”*^ That Prime Minister, Palm¬ 
erston, ])ut strikingly into words what, during the i‘est 
of the century, not only in (ireat Britain but in other lend¬ 
ing countries, was held to be the only reasonable and prac¬ 
tical position for a government to take. The doctrine 
which he enunciated (‘reated an expectation that dishonest 
governments could not count on too much forbcvirance, 
that on the other hand too imprudent investors could not 
count on aid. It was sufficieiitlv l)ruad to permit the Brit- 
ish (roveniment to justify any course it chose to take, 
sufficiently flexible to permit the nu‘asiirement of advan¬ 
tage in each situation. I'liis doctrine and even many of 
the phrases with which it \Nas expressial in the famous cir¬ 
cular letter was first set forth by Palmei*ston in a i-eplv 
delivered in Parliament to the demand tliat the govern¬ 
ment intervene in behalf of the holders of bonds of the 
S[banish (lovernment. Not long afterward these vicavs 
were more formally ])hrased and communicated to the gov¬ 
ernments concerned by circular letter. Two main para¬ 
graphs conveyed the substance of ])olicy.’^ 

x\s some misconception apy)ears to exi^t in some of those 
states with regal’d to the just right of Her Ma jesty’s (lov- 
ernment to interfere with authoritatively, if it should think 

12 L. n. Jenks, 7'he Miqratwn of Brituifi Capifol to 1S7'>, p. 125. 

Circular addressed ky ^'iscount Palmerston, ]iresented to the House 
of Commons, March 2, 18t9. State Pavers British (Uid Foreiifti, XLII, 
385. 
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fit to do so, in support of those claims, I have to inform you 
as the Representative of Her Majesty in one of the states 
against which British subjects have such claims, that it is 
for the British Government entirely a question of interna¬ 
tional right, whether they should or should not make this 
matter th(‘ subject of diplomatic negotiations. If the question 
is to be considered sim])ly in its bearing upon international 
right, thei*(' can be no doubt whatever of the perfect right 
which the (TOvernuK'ut of every country possesse s to take up, 
as a matter of di])]oinatic negotiation, any well-founded 
complaint which any of its subjects may prefer against the 
Governmc'nt of anotheu* country, or any wrong which from 
sucli foreign Government thos(‘ sul)jects may have sustainc'd: 
and if the Government of one country is entitled to demand 
redress for any one individual among its subj(‘cts who mav 
have a just but unsatisfied pecuniary claim upon the Gov¬ 
ernment of anotlier country, the right so to laquin* nalnss 
cannot b(' diminish(al inen‘lv b(‘cause the extent of tla^ wrong 

o 

is increased, and because instead of their being onlv one in- 
(iividual claiming a comparativ(‘ly small sum, thert' arc a 
great niirnlx'r of individuals to whom a \(TA' largi* amount is 
due. 

It is .Min])l_v tiurt'forc a (jiicslioii of i(<n ultli tlir 

British (I()^■(•l■^lll('Ilt wiicllicr tliis nialtcr should or sliould 
not ho t.ikoii \i[) hy diplom.'itio iic/^'oti;ifion and Ihi' dicision 
of that (jiK'stlon of discretion turns entirch’ ujaui Iti-ilisli and 
doinesi ic considerat ions. 

In tlic exercise of its discretion the British (iovernment 
sliowed no particidar zeal in rc-sortino- to action. It was 
diflicult to maintain oixxl relation.s with a foreion o'overn- 
nicnt wliile dunning it, and o-ood relations especiaily with 
otlier larire .states were inpmrtant. Ajoainst more forceful 
action tliere were still more forceful ohjections. Yet a 
frreat capital-lending country like Croat Britain, it was 
reasoned, could ill afford to permit losses to be imposed 
u})on its investors with impunity; such a policy would in 
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itself stiiiinl/ite further iiiisireatment. S\va\nl l)ct\veen ])u 
litieal and tiuancinl considerations, tlie noveriinieiit iio\ 
resish'd, now yielded to the pressure of the interested par¬ 
ties. "Die outlook of the Ministry in power, the course of 
domestic politics, the allies tliat in jured !)ondliolder>> could 
find - all these mi^ht, and sometimes did, enter to turn 
events. Small wonder then that the record shows a fitful, 
hesitant, ])olicY, a tendency now to rli-ift with events, now 
to act with sternness, now to evade. So there is no simi)le 
formula hy which the i>'overnment'’s hchavior can he suin- 
mari/ed. Amonn* its features were a careful coticern for 
the political consequences of ])olicy, and occasional rt'adi- 
ness to take notice of situations not hecause of their 
financial importance hut because they aiforded an oppor¬ 
tunity of achicviritr a desired |)olitical end. 

On the whole, the resolution not to intervene \saN main- 
taiiK'd during' the decade of the seventi(‘s, which hrought 
Lionel to those who h.ad sfui^ht hii^h interest in financinif 
lax n'ov(‘rnments. Siiain, and a do/en 1 .atin-American 
stall's went into dcdault. Italy imposed vexation.^ restric- 
lions upon the payment of its liond coupons, (irecce had 
h) h(‘ arn'ued into resuming paynumt on its Iona outstand- 
ina (h hf. I III’ l)onds of seven states of tla* American union 
^(lii l•('manled in m^alect. Kaypt and Turki'V, hankrupt, 
c(‘ased pannent on Ihi'ir vast debt. \vi in all (visi's except 
'rurke\ and lyi;y pt, the aovernment l(‘ft the burden of 
ncootintiori with the debtors to the iiondholders who were, 
it is true, united in association, backed l)v punitne [low'ers 
of the stock exchanae, auided and aivmi staiulina by the 
diplomatic and consular aaents abroad. In Ciuatemala and 
(k)lombia, for example, Her Majesty's Minister Jbvsident, 
and ( onsul and Cliar(jc 1) Alfaires, were autborizial to act 
as aaent for the bondholders, and collectors of the sums 
due them. 

So immediate had been the default of some of the small 
Latm-American borrowers (Honduras, Guatemala, Para* 
i^uay, Santo Domingo, and Costa Rica), so oliviously 
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squandered were tlieir borrowinn-s, so marked by niaiiij^u- 
lations were the issues in default that Parliament under¬ 
took an investigation of the c|)isodes/^ This financing, the 
Parliamentary Committee found, had been marked by 
reckless disregard by tlie borrower, misuse of the loan 
])roceeds, commissions so usurious that no honest borrower 
would submit to them, collusion between government rep- 
re.'^entatives and issuers, and falsification of the market to 
dispose of the bonds. Innocent subscribers bore the losses. 
Irresi)onsihle governments faced in the future ra{)idly 
mounting claims which destroved their borrowing ]:)ower 
and made them the focus of intrigue and dispute. Still the 
committee re jected proposals that control should be ex- 
ei cised over tlie issue of foreign loans. Such a course would 
give false security and increase the government’s obliga¬ 
tion t(i take measures against defaulting debtors. The evil, 
it stated, could be lessened by proper action of the stock 
exchange, by changes in the comj)any laws to compel the 
[)uhlication of full and honest prospectuses and provide 
recourse against false statements and wilful omissions. The 
negotiations between the bondholders, and the borrowing 
governments concerned, dragged out for another quarter 
century and more before they were settled. 

One I.atin-American default of the same period illus¬ 
trates well how tlie policy pursued bv the ihutish Gov¬ 
ernment might fluctuate. When in 1876 the Committee of 
Permian Pondholders asked the Foreign iVIinister to aj)- 
prise the British Minister at lama that tlie committee was 
a res[)onsible body, the Earl of Derby refused. When 
shortly thereafter the committee appealed again, assert¬ 
ing that the security pledged to them under an agreement 
with the Peruvian Government was being turned over to 
French creditors, they were informed, 

. . . Her Majesty's Government cannot depart from the 

policy of di‘clining to interfere diplomatically in regard to 

Report from the Select Committee on Loans to Foreign States 
(1875). 
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foreign loans; but- Lord l)(‘rl>y is willing !(• instruct her 
Majesty's Minis!(‘r in Peru to assist unofficially any a^ent 
or representative of tin* l)on(iliol(lers in brinnin^ their case 
bc'fore the Peruvian CxovernuK'nt 

Ibit if the Peruvian (lovernnient could discei'n the unof¬ 
ficial character of the exertions of the llritish Minister, 
the i-eader of the pertinent Hliu‘ Books cannot. Not many 
months had elajjsed, in fact, before the British lo)reii;n 
Sec'retary was discussmo* the ({U(^stlon with tlu* Pt'ruvian 
(lONernment, and i^i\m<^‘ his opinion of pro]>osals made. 
By 1H79 the Manpiess of Salisbury, who had succieded 
to office, had assumed the whole Iniiahn of [irotection 
a^'ainst the duplicity of a distracted Peruvian C abinet. 
Still despite repeated (hsap|)ointment, no thia'at of force 
w'as made. With war and revolution, IVum's financial con¬ 
dition o;rew' worse, not bettei-, after 1879. But British of¬ 
ficial efforts cc'ased; flit' really distressed noymmment w'as 
not puslu'd. A in'w ai>reement was not reaclu'd till 
When in flu' nineties, under the new’ settlenumt. tlu' boml- 
holders found fh(‘nis(dves an'ain in dispute with the Pe¬ 
ruvian (lovernment, tlu‘ British (loyernnicnt I'elused to 
interfere. 

Th(^ snspi'iision of pax inent on their hnn’e debt by d'ur- 
key and Kn;ypt, in 1875 7(), created situations which drew’ 
the British (Tovernment to participate in the establish¬ 
ment of intermational control over the first, and to assume 
dictation of the government in th(‘ second. With the (dher 
n’reat nations of bhirope, the British (lOvernment sinned a 
declaration at the (’onnress of Berlin, which dkirkey 
heeded in cr(\atinn' an international debt administration to 
administer the revenues assinmed to the foreinn debt. 
While the bondholders w’ere discussiiii; terms of settlement 
and control with the Turkish (lOvernment, and after the 

1"' For tins e])is<)(lc, sco tlu* })apcrs issued by the Foreign^ Office, Peru 
No. S {JS77), Peru No. / (IHS2). 

For its terms, see iStatesman^s Year Book (1921). 
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control administration was established, the British Gov¬ 
ernment proved itself willing to give firm, though mod¬ 
erate assistance. 

In Egypt, (rreat Britain finally took control of the 
government. While the disagreements and disturbances 
which led to the assumption of control had their origins in 
debt default, while the wish to aid its investors prompted 
interference in the settlement of Egyptian affairs, con¬ 
siderations of another character explain the final extension 
of that interference. A detailed analysis of the course of 
events must be left to a subsequent chapter. The ambitions 
of imperial policy, the wish to safeguard the Suez Canal, 
and the preoccupation of the Gladstone Cabinet, combined 
to ])rovide the bondholders with unusually vigorous pro¬ 
tection, and ultimately to secure their investment by Brit¬ 
ish control. 

Toward the I.atin-American defaults of later vears, and 
they continued to outnumber all others, an eejuanimity 
was in general shown, fitfully interrupted by brusque 
threat or intervention when patience no longer held. The 
most serious of these defaults, the suspension of j)ayments 
by Argentina in 1891, was left to be settled by agreement 
between the government and the bondholders. Against 
precedent, the negotiations were carried on under the aus- 
])ices of the Bank of England. That institution, however, 
(led ared itself not responsible for the ])roceedings or out¬ 
come. Its interest was in sustaining tlie London money 
market under the shock of the default and the failure of 
Baring Brothers which followed. Smaller Latin-American 
states, however, were made to feel tlie strength of the 
British will, to face old debts and claims. Of these inter¬ 
ventions the one in Venezuela was the most startling. A 
dozen issues divided the British and Venezuelan govern¬ 
ments, defaulted government bonds, unpaid contract 
claims, rejjarations for ])ro])erty seized or damaged in civil 
war, and matters more indisputablv in the realm of gov¬ 
ernment concern—ship seizures and delays. To oft'ers of 
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arbitration the Venezuelan (lovernmcnt ief>;.e(l that most 
of these were matters for its own courts; it v\ouI(l sulimil 
a few to diplomatic discussion if Venezu(‘]/in counter¬ 
claims were admitted at the same time, (it'rmany and Italy 
were likewise embroiled in dis|)iite. The three iMiropeaii 
countries joined in the prcvsentatioii of uUimnIand the 
use of armed force. In Paidiament, which laid not been 
fT^iven explanatory jiapers before action, Lord Lansdowne 
em[)hasized tlie ])ers(>nal injury done to Jlritish subjects, 
the affront to English sovereignty, rather than the direct 
jiecuniary claims—though the collection of these, too, he 
defended. In this i‘pisode the govm'nment land swung full 
circle; the whole force of the stab' liad been put behind 
the foreign investor. Jh'fore the final act indignation arose 
in (Ireat ilritain and the Lnited States. If tlnS was the 
‘hliscretioir' of the govej*nment, the feeling ran, it liad 
not been wisely used, 'lliroughoiit Latin-Amei’ica doc¬ 
trines were fi’amed iii ()]>p(i'^ilion to the furchbU' collection 
of ])ccuniary claitns. A new respoiisibihtv was presented 
to the American upholders of the Monroe Doctrine. There¬ 
after lMirr>pc could, l.)y ])ro[)er jilanning, collec't its de])ts 
thi’ough the L nited States. 

On occasion subsequently. Great Ib-lta.in showetl a ilis- 
position to use forceful ])ressure, when necessary, to collect 
a debt or claim in the ('aribbean region. Haiti was forced 
by ultimatum to compensate a llritish subject for pro])- 
erty damage suffered in revolution.’' Guatemala in 19L3 
was induced by the appearance of a battleshij) to restore 
to tliG service of loans held by llritish investors, coffee du¬ 
ties alienated in favor of newer creditors.In Honduras 
and Mexico during 1910- 14^ unusually assiduous and 
aggressive Ilritish officials made their compatriots’ claims 
a leading duty. Still, when in July, 1914, Sir Kdward 
Grey was urged in Parliament to interfere with the ffota- 

17 Amertanh Journal of International Law, 1911, p, 62S. 

EronornhJ, September 8, 1917, and Foreign Relations of the Vnited 
States, 1918. 


L B. S. National Academ 
•I Administration, Mussoorie 
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tion of a j)rojected Brazilian loan, till various outstanding 
claims were settled, a refusal was returned. “Britisli fi¬ 
nanciers,” his answer ran, ‘‘have to make their own ar¬ 
rangements with the Brazilian Government, and, if they 
choose to bring out a loan, if it is to their advantage to do 
so, we cannot go to them and ask tliem to withhold bring¬ 
ing out the loan until we have got some claims settled in 
which they have no particular interest themselves.’”^ The 
matter was left to friendly intercession. So ran the varia¬ 
tions of official discretion in regard to Latin-America. Fre¬ 
quently, it must be remarked, the Foreign Office watched 
with a])parent indifference losses suffered by British in¬ 
vestors in railway ventures scattered throughout this re¬ 
gion, in which the burden of loss was attributed to the 
action of the foreign authorities. There was scarcely a 
liatin-American country which did not contribute some 
episode of this kind to the annals of the stock exchange. 

By defaults occurring on the continent of Furo])e, the 
government’s attention was no less frequently engaged in 
these decades, (ireece in 181W reduced interest payments 
on its external debt, (ireat Britain, like the other powers, 
went no further than friendly remonstrance, l^ut it under¬ 
took a study of the situation since pro])osals of interna¬ 
tional financial control were in the air.” Then, when 
(rreece issued defeated from war with Turkey in 1898, its 
finances more disorganized, and needing foreign financial 

Pari. Debates, House of Commons, 5th st*r., 1448-14-49. 

20 For a partisan but amusing account of failing venturL-s in the Latin- 
Ainerican railway field, see 11. A. Bromberger, Les Chemins de Fer 
Exotiques (l*aris, 191,3). 

21 As indicative of the opinion, critical of government intervention in 
such situations, take the comment of the Economist, April 22, 189.3, on 
this action. “In sending Major Law to Athens to investigate and report 
officially upon the financial condition of Greece our government made 
a mistake which it is to be hoped will not be repeated. It is no part of 
the husiness of our Foreign Office to audit the accounts of other nations 
and certify as to their .solvency or insolvency, and if it goes beyond its 
province, and attempts anything of the kind it is certain ultimately to 
have cause to regret the imprudence.” 
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aid, Great Britain joined the other powers in establishing 
international 8Ui)ei*vision of the revenues [)ledged to for- 
eio’n debt. On the occasion of tlie serious Portugal default 
of 1892, the government left the matter to be sdtled by 
the action of the Bondholders’ Committee and the Stock 
Exchange, despite the maneuvers of the Erench and Ger¬ 
man governments. Any plan of international financial 
control would have admitted (Germany and France into 
the direction of Portuguese aflaii’s, an outcome not de- 
si I’cd, it may be surmised. The bondholders’ agitation was 
not permitted to create a situation whereby Portuguese 
cobmies neighboring the South African colonies might be 
])laced under international jurisdiction. During the same 
decade of the nineties, Sj)ain did not live strictly u]) to 
the terms of its external loan obligations, but the difficulty 
was left to private groups to manage. 

Of the remaining instances of British Government ac¬ 
tion in su|)port of its investors that taken in behalf of the 
British investors in the Boer Republic's of South Africa 
was most sustained and important in the result. Here the 
British Government, after long contemplation and doubt, 
undertook the direct sup])ort of an organized British 
grou]), controlling a vast investment, against a small re¬ 
public which was moved by hatred and fear of losing its 
supremacy. Purposes, incommensurate with each other, 
stifling sympathy which breeds compromise, were at issue. 
On the one side, the excited desire of thousands of foreign 
newcomers who were risking life and fortune in pursuit 
of the fabulous wealth of the diamond and gold fields; on 
the other, the im})assioned determination of })ioncer 
farmers of a different race that the land thev ruled, the 
re])ublic in which they lived, should not be dominated by 
these powerful newcoiiu'rs. In an atmosphere so saturated, 
policy on both sides was not directed so much to the rea¬ 
sonable adjustment of op})osing rights—a task difficult 
even in a stable and calm situation—as to the assertion of 
dominance. Erom the Boer governments came oppressive 
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treatment, from the mining interests manifestations of 
inordinate desire for gain. Gradually the British interests 
erected a series of great combinations in whicli the in¬ 
terests of thousands of shareholders were united, in whose 
service men of position and influence in the political and 
financial world which ruled London were employed. To 
the dramatizing mind of the press and Loreigii Office it 
. seemed that the question of supremacy over all of South 
Africa was at stake—Boer, with German leanings, or 
Briton. As the dispute sharpened, the British Government 
identified itself with the British interests. In war, tlieir 
contentions were sustained. 

Even in the dominions there arose causes of dispute be¬ 
tween British investors and the local governments. The 
land tax policy (jf the New Zealand Government., for ex- 
amj)le, a{)[)eared un just and iniquitous to British investors 
in land com|)anies. ‘‘New Zealanders,” remarked the editor 
of 1he FA'onomist in the issue of June 20, 18!)1, '^vliile 
making laws for themselves, ap])ear to forget that British 
Ciipital sunk in the colony is nearlv as large as their own.'' 
J'lie power develojiment activities of the Ih-ovinci' of ()n- 
t/u*io were regarded by those British mtei'esfs who financed 
th(‘ hdectrical Development Company Ontario to be an 
unjust use of governmental ])ower. Or again, and of more 
serious import, Britisli investors in the (irand Trunk Rail 
wav of Canada fought long and bittei'lv the treatment 
accorded by the Canadian Government. But disputes such 
as these the British Government left, except for amiable 
good offices, to the interested ])arties to settle bv them 
selves tlirough negotiations or the law courts. 

In the decade ])receding 1914, no outright go\ernment 
default, save that of Mexico, occurred in which British 
interests were heavily involved. Hence the Foreign Secre¬ 
tary was left freer than usual by those who had put their 
faith in the credit of foreign governments. But his desk 
was 7iever clear of the protests of those on whose invest¬ 
ment abroad a shadow was cast by changing political cir- 
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cumstances or injurious legislation. To them the govern¬ 
ment gave serious, discriminating attention; often it 
rendered advice and assistance. But the available records 
of this range of activity yield little that can l)e turned 
into generalization. By a few exam})les, its variety may he 
indicated. When the Chinese Government endeavored to 
reduce the rights of the Chinese Engineering and Mining 
Company in the Kaiping Basin, the British Government 
made its opposition effective.'^^ When during the second 
Balkan war, Greece and other Balkan states sequestered 
revenues collected by the Ottoman Public Debt Adminis¬ 
tration, the governments of the lending states. Great 
Britain included, caused them to desist.^^ Wlien the United 
States was planning to undertake responsibility for the 
financial reorganization of Liberia, Sir Edward Grey 
made his consent to the contemplated reorganization loan 
provisional upon the maintenance of the “preferential 
rights and privileges of the British bondliolders” and “the 
payment of the outstanding British claims.”"^ Such were 
the instances in which the government looked over the 
shoulder of its investors. 

THE INVESTORS ENDEAVOR TO HELP THEMSELVES 

In the late sixties, when the government’s attitude was 
more diffident than it later became, the financial groups 
interested in foreign securities formed a ))rotectivc associa¬ 
tion to enable them to deal more effectively wdth defaulting 
states. The Corporation of Foreign Bondholders, after 
an early period of somewhat doubtful wisdom, estab¬ 
lished its value to investors in negotiation.“ Even when the 

22 Annual Report of the company, 1909. 

23 Report of the Council of the Corporation of Foreign Bondholders, 

1912, p. 14. / . , 

24 Foreign Relations of the United States, 1910, p. 704. 

26 During the eighties and nineties the Association was repeatedly 
accused of serving limited interests at the expense of the bondholders. 
It was later incorporated by Act of Parliament, 1898. Its directing body, 
known as the Council, consists of 21 members, of whom six are nominated 



114 Europe: The World's Banker: 1870-1914 

government’s friendly offices or forceful strength were ex¬ 
erted in behalf of the investors, the task of iK'gotiating 
new agreements remained for ])rivate interests to ])erform. 
For the scattered bondholders this organization, wliich ap¬ 
pointed on its committees men influential in the large issu¬ 
ing houses and from ])ublic life, filled a genuine need. It 
])rovided continuity, authority, and disinterestedness in 
the salvation of disappointed hopes; its memory and stub¬ 
born will, when once it had an affair in hand, exceeded the 
span of individual life. The onlv defaulting debtors on 
its list that, during its half-century of existence before 
3 914, were not lirought finallv to book in some form or 
compromise, unsatisfactorv as it might be, were the de¬ 
faulting American states. 

Besides its talent for ])ersuasion and for the organiza¬ 
tion of moral ])ressure, tlie Corpoj’ation, within the limits 
of the circumstances of each case, could muster to best 
advantage the aid of the banking community, the stock 
exchange, and the government. Defaulting governments 
found it impossible to secure new financial accommodation 
while their reckoning remained unsetlled. l^ven before the 
formation of the Corporation, tlu* stock exchange had used 
its retaliatorv powers against govcimments which had 

by the Central Assoeiation of nank<*r.s, six by tlu* London CliainlxT of 
(’nrnineree, and the rest hy eoiiption. The (’oiineil aeted sometimes on 
its own initiative hut usually through tlie bondholders’ eommittee asso¬ 
ciated with it. 'rhis system of aj)pointmrnt to the Council was devised in 
1807, when the Cor]X)ration was under criticism for ap^rccurients negoti¬ 
ated with Spain, L'rufruay, Ecuador, and Cuba, it b(‘in|x (h*clarcd that its 
decisions were dominated by the issue houses who wanted to brin^ out 
new loans for the defaulting: states, and by the speculators who had 
purchased at depreciated values. Economis-t, Se])tember 27, 1884; No¬ 
vember 20, 1897; April 4, 1890. For an account of its organization and 
early activities, see, besides the Anmial Ur ports of its Council, Jenks, 
op. cit., and the articles in the Economist cited above. In addition to the 
Cor])oration there was founded in 1884 the Fm^lish Ass(M*iation of Ameri¬ 
can Uond and Shareholders, Ltd. I'his bo<ly took an activt* f)art in the 
reorganization of railroads, the Wabash and Atchison, 'I'opeka & 
Sante Fe amon^ them; but in addition to its })rotective activities, it per¬ 
formed various othe r servicers for its members. .See A, E. Davies, Invest¬ 
ments Abroad (New^ A"ork, 1927), j)p. 146 et seq. 
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violated the conditions of their loan contracts. New loans 
were refused quotation until a settlement had been ar¬ 
ranged, and sometimes all the loans of the offending gov¬ 
ernment had been stricken from the list. Spain, Russia, 
Austria, and Turkey had been so treated in the past. With 
the creation of the Corporation, the stock exchange con¬ 
certed its action with that of the protective association, 
joined to block or reduce the credit in London of the de¬ 
faulter.But as the century drew on the effectiveness of 
this stock exchange policy waned, and its inconvenience to 
bondliolders increased. For the Paris and Berlin markets 
grew in capacity, and no arrangement for regular co¬ 
operation between the Corporation, tlie London Stock Ex¬ 
change and the corresponding institutions in foreign fi¬ 
nancial centers, endured. The influence of the association 
continued to be sufficient to close the T.ondon market, but 
the trust of the investors in the efficacy of this power 
dirninislied. More need was felt of government assistance. 

From the government little help beyond friendly media¬ 
tion had been expected in the early years of the organiza¬ 
tion. Indeed, greater help was hardly sought. Thus the 
council of the Corporation in its first report (1873) re¬ 
corded the fact tliat applications to the government for 
aid were made as seldom as circumstances comj)elled, that 

the interests of the bondholders are generally antagonistic to 
any measures which can place Her Majesty’s Government in 
simple antagonism to that of another country, or may cause 
hostile interposition which must come home in disturbance of 
our own commerce, besides the creation of dangerous com¬ 
plications. The embarrassment which is entailed on bond- 

26 In the first Rej)ort of the Council of Foreign Bondholders, 1873, p. 
oO, it is remarked that “the Council have benefited by the friendly offices 
of the Stock Exchange on many occasions. I'he consolidation of the or¬ 
ganization of the Bondholders, while it promotes the policy initiated and 
pursued by the Committee of the Stock Exchange, tends to relieve it 
from many troublesome applications, enabling it to devote its action and 
influence with greater effect to the important cases which may come 
under their special jurisdiction.” 
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holders by the mere interruption of diplomatic relations is 
very severely felt, as in the case of Mexico, so that our ef¬ 
forts are rather directed to the restoration of such relations 
than to any new interference with them. 

But this attitude changed somewhat as French, (icrman, 
and (in liatin-America) American capital became avail¬ 
able to countries with which British bondholders were in 
dispute. 

Official advice or assistance was more freely asked and 
more freely granted. But always the government retained 
complete liberty of response to any request. The relations 
between the Corporation and the government remained 
discontinuous and private. Through tlie membership of 
its governing Council, the Corporation could be assured 
that official circles had full knowledge of its activities and 
difficulties. The advice of the Bank of England was to be 
procured in quiet consultation, made easy by the fact 
that during many years the vice-chairman of the council 
was on the board of governors of the bank. Applications 
for aid were asked and considered in friendly intercourse 
wherein each was conscious of the other’s responsibility 
and position. In this propriety, this understood taci¬ 
turnity, each reserved for itself the freedom wished. The 
government avoided unwanted responsibility, the bond¬ 
holders could concentrate on their interests. 

A review of the Corporation’s exertions and policies 
leaves behind impressions of two outstanding qualities, 
doggedness and moderation. Its annual reports still pre¬ 
sent the case against the state of Mississippi with the 
same note of ardor as sounded in 1842; while the Corpora¬ 
tion lasts, no old undischarged debt is ever buried. On the 
other hand, no disposition was shown to prolong disputes 
to secure the last pound due, or to defend abstract prin¬ 
ciple. Reasonableness guided tlie often difficult decisions 
between the difficulties of the debtor and the rights of the 
creditor. With steadiness it pursued its intention of end- 
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ing disputes without creating new ones, lio+li the hanks 
and tlie government it relieved of a substantial duty. 

CONCLUDING OBSERVATIONS 

The whole nature of the relationships between finance 
and government in (ireat Britain displayed those marks 
which have been considered characteristic of British po¬ 
litical life and institutions; a regard for private interest 
and initiative, a dislike for legislation and regulatory 
routine, the creation of a code of relationship and action, 
but withal the easy adajition of action to circumstance, 
even in violation of the code. Tlie whole made uj) a skilful 
and determined combination of self-interest and national 
interest. This system, for despite all the lack of fixed prin- 
ci])les or easily defined arrangements it was a system, 
worked well. British ca})ital was soundly jilaced; the es¬ 
sentials of British economic and financial ])olicy were well 
served; the tasks of emjiire were well performed. True it 
is that these judgments evade certain jn’ime questions that 
might be asked! Would not the masses of the British 
people have been better off if less capital had gone abroad, 
if more had been employed bv domestic industry, or used 
by the government for social improvement? Would not 
various regions of the world have been happier if they 
still remained unchanged l)v liritish cnteiqirise and capi¬ 
tal? In such queries as these, one comes close to question¬ 
ing the whole of modern history, its motives, dominant 
national ideals, new industrial life and methods. The most 
intricate economic analysis, the most careful philosophic 
judgment, would leave behind enough doubt to permit free 
Y)lay to ]H’e})ossessions. Here the analvsis reaches only the 
near confines of knowdedge, the judgments rest on the sup¬ 
position that there was a large measure of inevitability in 
the main currents of recent history. 



CHAPTER V 

FINANCE AND GOVERNMENT IN FRANCE 

THE TEXTS 

T N France, government supervision of the business of 
trading in securities goes back to the days of first 
growth of these operations. Tliis was an inheritance 
from tlie period when imperial control extended to all com¬ 
merce. The security trade and the traders were under im¬ 
perial regulations in the seventeenth century; in 1720 a 
group of traders were granted an official monopoly which 
(with breaches) endures to the present day. The company 
of stockbrokers, limited to seventy houses in Paris, were 
named by the President of the Republic and were under 
the rule and discipline of the Ministers of Finance and 
Commerce. "Phis government-regulated association (Com- 
pagnic des Agents de Change) made up the broad official 
market. Alongside of them there rose very early a “free 
market” known as the Coulisse, doing a large and active 
business in securities not listed on the official market. It 
encroached besides, under leniently inclined administra¬ 
tions and public opinion, upon the field of the official mo¬ 
nopoly, and conducted trade in French rentes and railway 
securities. By virtue of an arrangement of 1891—92, and 
the decrees and finance law of April 13, 1898, it was per¬ 
mitted to stay in this broader field, under limitations and 
regulations.^ Outside these exchanges the banks carried 
on an inde})endent security trade. The continued tradition 

1 The Coulisse secured the right to deal in French rentes, in Egyptian, 
Spanish, Hungarian, Turkish, and Portuguese government securities, and 
a great variety of issues not listed on the official Bourse, some of which 
could not be listed—e.g., because the par value of shares was too small. 
It was given a legal existence and interior regulations. The struggle 
broke out again in 1896, and was regulated by an entente which provided 
for a division of commissions. The Coulisse itself divided into different 
groups. 
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of governiiicnt supervision of the stock exchanges made it 
natural tliat the government should exorcise powers of 
decision over the trade in foreign securities. 

The supervision, it should he ohser\e(l, eNfended f>ver 
the Provincial stock exchanges as well as that of Paris, 
and tlie government decrees, in general, applied to them. 
The most iin[)ortant of the Provincial exchanges was that 
of JvVon, the prestige and relative activity of wliich were 
injured greatly, however, by bank failures in 1881 82. 
In tl le trade in foreign government securities the Provin¬ 
cial exchanges played an insignificant role. But they, espe¬ 
cially that of Lyon, conducted a substantial trade in the 
securities of foreign industrial enter])rises, especially in 
the securities of foundries, railways, mines, and local ])ub- 
lic utilities. To a foreign l)orrower, however, listing on tlie 
Provincial exchanges without listing in Paris did not 
suffice to give a broad market. Besides, tliese exchanges 
were governed in their decisions by those reached in Paris. 
They were, as far as the effective exercise of government 
influence went, part of the official market. 

Under a series of early decrees all dealings in foreign 
securities had been forbidden to the official lirokers. Out¬ 
side the law, a few private dealers conducted a small, ir¬ 
regular trade. After 1800, the securities of foreign gov¬ 
ernments, allies or vassals of France, began to a])pear in 
Paris. In 1829 such government securities were granted 
listing on the official Bourse—under the supervision of 
the Minister of Finance. The 1829 decree explained that 
it would be wise to give a legal and authentic character 
to the numerous operations ‘^whicli already take place in 
the loans of foreign governments.” The government gave 
warning in granting listing, that this action did not sig¬ 
nify any official approbation or intention to help invest¬ 
ors who might suffer loss. '^IMiis decree and a letter of the 
Minister of Finance of November 12, 1825, to the Paris 
Stock Exchange remained during the whole of the nine¬ 
teenth century the text regulating the admission of for- 
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eign government securities to listing on the official Bourse. 
The government right of control was redefined in another 
letter of August 12, 1873, addressed by the Minister of 
Finance: 

It is necessary tliat the Minister of Finance and Minister 
of Foreign Affairs judge, one from the point of view of the 
Treasury, the otlier from the point of view of political in¬ 
terest, whether there is any reason for opposing the official 
listing of foreign government securities, while the Stock Ex¬ 
change has the duty of forming a judgment as to whether 
the negotiation is useful and opportune considering the pub¬ 
lic interest. 

Fh'om time to time thereafter this government right was 
reaffirmed. 

Foreign securities, otlier than those issued by foreign 
governments, were admitted to trading on the official 
Bourse only by tolerance until 1858-59. By decrees is¬ 
sued in those years they were made legally eligible for 
official listing. Over their admission (tlie securities of for¬ 
eign companies, provinces, and municijialities), official 
control was also set ii}). The Decree of 1880 (supple¬ 
mented by that of 1890, and the laws of 1907 and 1912) 
defined the basis of the control that was exercised during 
the pre-war period. These texts gave to the Paris and 
Provincial stock exchanges the power to grant, refuse, 
suspend, or forbid tiie negotiation of securities. The bor¬ 
rower was required to submit enumerated documents in 
duplicate, one to the proper authorities of the Stock Fix- 
change, one to the Minister of Finance. Article V of the 
1880 decree declared that ‘'The Minister of F'inance can 
always forbid the negotiation in F^rance of a foreign se¬ 
curity.” Usage and circumstance caused both the stock 
exchanges and the government to interpret with constraint 
the legal right conveyed by the texts. The officials of stock 
exchanges construed their power over security negotia¬ 
tions to Apply only to the question of official listing, and 
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to dealings between its members.^ The government did not 
attempt, as it might liavc under Article V, to issue any 
general prohibitions apj)licable to all and imposing a 
penalty. It required only that its authorization be secured 
prior to official listing as in the case of foreign govern¬ 
ment securities. 

Whether the government’s supervisory powers over for¬ 
eign security listings extended, by law, to the outside ex¬ 
change (Coulisse reglementee) remained in doubt and 
dispute.^ But as a matter of fact almost the same degree 
of control existed. From time to time there was handled 
through the Coulisse some issue wliich had met govern¬ 
ment disapproval, as when, in 1910, a l)ond issue of the 
city of Budaj)est was distril)uted tlirough its agency with¬ 
out a prior reference to tlie authoriti(‘s. But these cases 
were few. More ini[)ortant limitations to the government’s 
control arose out of the ])()wer of the i)anks to dispose of 
unlisted securities, and the ease with which banned 
securities miglit he houglit on foreign stock exciianges, 
especiallv that of lirussels. For tlie ! rench hanks had 
many close connections witli Belgian syndicates and often 
took a share in new emissions made in iielgium.^ Despite 
these means of evasion, the powers possessed by the French 

-See n. Uibi<'‘rr, Dc VA<JmUiiion de la C<d( dan-a Irs Ilaiinfett Fran- 
raiites drs' Valrurs (Paris, ]9ia). 

3 For one view, see M. i^luyette, “Devoir ou Droit,'’ Conc/rtof Intrr- 
naiion(df des VaUurs Mohildrfu, \'ol. If, For tlie opposite, sec H. Ini- 
bert, Kmprunt,^ d’Ctais Cirantjers (Paris, PlOo). 

4 F. Baudhuin, Le Capital dp la Hphjiqvp (J.ouvain, 1921'), ]). 230, 
givCvS the following figures of the per cent of foreign subscriptions to 
the new capital issues brouglit out in Belgium, lor private companies: 

Companies operating Companies operating 


Year 

in Belgium 

abroad 

1890 

12 

26 

1900 

17 

59 

1910 

11 

46 

1913 

22 

64 


Even if these figures are reliable (they arc of tlie kind which usually 
baffle computers) the share of French capital in the total is not ascer¬ 
tainable. 
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Government were sufficient to make its will effective. List¬ 
ing on the official Bourse or some direct manifestation of 
government favor was essential to the success of a large 
foreign security emission. 

SUPKUVISION FOR FCONOMIC ENDS 

So much for the substance of the texts upon which the 
government su[)ervision rested, the texts which conveyed 
authority to changing ministries. An understanding of 
their importance is not to be secured by scanning their 
wording, but only by a review of actual practice. For no 
higli court controlled their application; that remained in 
the field of official discretion. 

The great use made of the foreign securities possessed 
by Frenchmen in discharging rapidly the indemnity 
claimed by (Jermany, and so in liberating their country 
from German occu])ation, left a deep mark on French 
opinion. For two decades thereafter the purchase of for¬ 
eign securities was regarded with official and general 
favor. This attitude endured despite the shock and losses 
into which French investors were led by their eagerness, 
especially in ttie seventies. The losses gave rise to proposals 
of a parliamentary investigation of the sort just completed 
by Great Britain, and one was actually resolved. But no 
official action resulted from the disillusionment. There 
resulted a sharper defining of the government right of 
supervision but still a sparing use of the right. The mar¬ 
ket continued to be comjiaratively free. 

But toward tfie end ot tlie century new forces of interest 
and opinion arose, new situations took shape which led to 
a fre(|uent exercise ot official authority and changed its 
})ur])oses. An attitude far less favorable to foreign in¬ 
vestment than before prevailed. Supervision was marked 
by a resolution to restrain and to turn each loan to con¬ 
crete advantage. The changed attitude was expressed by 
leaders of all shades of political thought. Thus Briand, as 
Piime Minister, declared in 1909 that ^‘French gold 
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trickled over the entire world. If it is permissible to ex¬ 
press a single regret or anxiety, it is that it does not re¬ 
main within the country.”® Three years later Poincare, 
the Prime Minister, assured the Chamber that, above 
all, his ministry would undertake ^‘to combine with French 
military and naval power, as converging and connecting 
forces, the financial power which is so great an aid to 
France.”^ Caillaux, liolding the portfolio of Minister of 
Finance, on December 15, 1913, declared, glancing back 
over his terms of office which began in 1899, ‘T have con¬ 
ducted the ])ublic finances for six years; I have admitted 
to quotation only those foreign loans which assured France 
political and economic advantages, and I have considered 
above all else the needs of the Treasury and its resources.’” 
The ('hamber of Deputies resolved on the same day that 
financial resources of the country should be kept 
above all for national needs.” 

As these expressions indicate, the ministries which came 
into power after 1900 asserted the same general policy. 
What differences occurred related rather to the merits of 
a particular case, the claims of a ])articular borrower. 
They all maintained a careful suj)ervision and showed a 
dis])osition to restrain the outward moveinent. The French 
investors and banks submitted to this su])ervision, though 
the banks often chafed against tlie enforced delay and 
fought with might and main against refusals. Occasionally 
they circumvented the will of the governiiK'nt, buying and 
])lacing securities barred bv official action, as episodes rc' 
counted at a later point illustrate. But sustained opposi 
tion and defiance were cautious and concealed. The or¬ 
dinary attitude of the banks may be found expressed in 
the Report of the Board of Directors of the Comptoire 
National d’Escomjffe for 1910: ‘Tn the selection of se¬ 
curities which we offer to our clientele, we undertake, as 

5 D^hats Pari. Chambre de Deputes, November SO, 1909, see speech of 
M. Henri Michel. 

«December 21, 1912. t Ibid., December 15 19J3. 
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a rule, not only to seek security of investment, but also 
to take into account the views of our government and the 
economic and political advantages that may be obtained 
for France by the loans contracted by other countries.”® 
The forces of national interest and opinion which 
shaped the turn of government policy were deej) and 
numerous. The growth in the volume of foreign borrow¬ 
ing which took place beginning in the nineties raised dis¬ 
turbing doubts. It was natural that the nation should con¬ 
sider afresh whether its best interest was served by so large 
an outward movement of capital, natural that it should 
question whether the national economy was strengthened 
or weakened thereby. It is easier to recognize the imme¬ 
diate loss that results from capital exj)ort tlian to ])erceive 
the many indirect benefits. Again it must be remembered 
that from 1897 interest rates were steadily increasing in 
France, as in tlie rest of western Fnirope, and the terms 
on which private borrowx‘rs and the French Government 
secured loans were growing harder—moderate as they 
were compared with ])ost-war rates. Besides, a change oc¬ 
curred in the national |)sychology. French national pride 
and ambition recovered from the defeat of 1870 and laid 
out new claims and hopes. It look to heart the slow de¬ 
velopment of Frencli industry and commerce as compared 
with the other great powers, especially as compared with 
Germany. One of the reasons why French industrial de- 
velo])ment was slow, a varied body of opinion became con¬ 
vinced, was that financial leadersliip was evading the duty 
of undertaking new enterprises, utilizing French talent 
and resources. It was neglecting this task and opportunity 

» More than one Ministry had to meet movements in Parliament to 
subject the foreign loan business to parliamentary control, or to more 
formal treatment. Thus, on January 21, 1909, the Socialist party (di¬ 
rectly seeking to block a loan to Russia) moved that “the Chamber in¬ 
vites the government not to authorize the emission in France of any 
foreign government securities without having first indicated to Parlia¬ 
ment the precautions taken to safeguard national interest.” On Decem¬ 
ber 29, 1911, it was proposed that “loans of foreign governments shall 
be made only after a decree considered in the Council of Ministers.” 
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to cater to the extravagance of foreign states, wliile the 
national diligence, creativeness, and daring decayed. 

This general judgment suited different conceptions and 
interests. The Socialist opposition accepted it. It believed 
foreign investment to be against its interest and partly 
accountable for the poor condition of industrial life and 
labor, anotlier proof of the parasitism of the capitalist 
class. Many industrial employers arrived at tlie same posi¬ 
tion bv another chain of reasoning. The cost of capital 
figured in their plans, made easier or harder their struggle 
with foreign competition. In the final result, it was ex¬ 
plained to them, foreign investment increases cajiital su])- 
ply and reduces interest rates; but they held tlie contrary 
view. Furtlier, tliey feared lest Freneh capital might serve 
(instances could be found) to develo[) competing indus¬ 
tries abroad to tlieir loss and difficulty, d'lie owners of local 
industi’ies and those who hoped to preserve such small- 
scale enterjirises shared this anxietv with more jiowerful 
enterpj’ises. It was given voice by employers’ associations 
and found a ])lace in government policy. 

The organized employer grou[)s sold their consent to 
foreign loans for promises that foreign lenders should give 
French industry special consideration in their expendi 
ture.'’ "I’lie govcnminent tried to a])[)lv this ruk as a condi 
tion attached to the grant of listing. Loans to directly 
competing industries were sometimes kept off the French 
market, as in the case of the refusal in 1909 to grant 
official listing to the common stock of the United States 

« The p^overmnent did not bind itself formally, hut did what it could 
in each instance. Ihdletin de la FiUlerat’uni des 1 ndui<triels et des Cotn- 
jnerennts Franrui^ of February and March, 1909. In an audience with 
the Minister of Finance, the Executive (Committee of this Federation 
presented a declaration concerning the advantages to be secured to 
h rench industry and agriculture when foreign loans are admitted to 
official listing. The Minister of Finance replied to the delegates that 
whatever his wish might be to secure from foreign states borrowing 
in France tariff concessions or orders for F'rench producers, it was im¬ 
possible to proceed on general principle. The condition requested must 
be a matter of degree, determined by numerous and diverse elements. 
For example, French prices might be much higher than those of foreign 
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Steel Corporation. And in general the government en¬ 
deavored to conform to the resolution passed by the Paris 
Chamber of Commerce ^^that whenever a foreign loan is 
admitted to official listing, admission should be made con¬ 
ditional upon the concession of advantages to French com¬ 
merce and industry.” The heavy metal and construction 
industries, those which had most to liopc from govern- 
ihcnts engaged in building ])ublic works, and adding to 
armaments, took the lead in the presentation of this policy. 

Because of it, there was attached to almost every gov¬ 
ernment loan issued in France in the years just preceding 
the war, a tale of diplomatic negotiation of which the fol¬ 
lowing are but a few leading instances. In 1909 the gov¬ 
ernment refused listing to a proposed Argentine loan, be¬ 
cause that government had decided to purchase cannon 
in Germany, despite the fact tlmt a technical commission 
had previously recommended the purchase of French can¬ 
non.Later this veto was removed. During loan negotia¬ 
tions with Japan and Russia in 1908 the steel and iron 
industry petitioned the Ministers of Foreign Affairs, 
Gommerce, and Finance to secure contracts, as a loan con¬ 
dition, and the government so urged the bankers.When 
Japan gave no order to French shipyards, the Presidents 
of the Society of Manufacturers and Builders of War Ma- 

competitors.” The Minister declared, however, that he “would never 
leave out of sight the terms of the request made to him.” It is interest¬ 
ing that no such conditions as those mentioned in the preceding extract 
were attached to Russian loans though the French Government made 
friendly representations in favor of French industry. The French in¬ 
dustrialists were dissatisfied with the policy pursued by Russia. Again 
it is interesting to observe that though the merchants of Havre asked 
the French Government in 1908 to refuse quotation to loans of the state 
of Sao Paulo, Brazil, to be used to control coflfee production and prices, 
the government did not grant the request. Compare the American action 
of 1926 on loans for the same purpose. 

Bulletin des Industriels et Commerqants, March, 1909. 

11 H. Gans, “Intervention Gouvernementale et rAcc{‘s du March^ Fi¬ 
nancier,” Revue Politique et Parlementaire, February, 1909. For this 
petitioi/ and other similar ones, see the files of Riforme r^conomique, 
1908-13. 
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tcrials, and of the Society of Shipbuilders and Mann 
Mcachinery Builders, o])posed the loan of 1910. In Jun 
of tlic same year, having licard that Portugal was plan¬ 
ning to spend in British shipyards the ])rocecds of loans 
which she hoped to contract partly in France, the same 
executives urged that Portugal i)e informed that the 
French market would be closed. Similar protests were 
made by the Federation of French ^Manufacturers and 
Merchants against a contein{)lated loan by Chile to l)c 
used in the purchase in Germany of war materials.In 
1912 the city of Prague w'as asked l)y the French Govern¬ 
ment, as a condition of the right to borrow, to give preter- 
ence to French manufacturers in giving orders for indus¬ 
trial products, and as a result turned to Vienna for the 
needed loan. Fven when the demands of industrial organi¬ 
zations were ineffective, they left some trace on future 
gov(n*nment [lolicy. M. Pichoii, Secretary of Foreign Af¬ 
fairs, informed the C hamber, in 1911 : 

It is a tradition to which we confonn in the Ministry of 
Foreign Affairs. You can see from the statistics that we have 
ol)tained valuable n'sults in this resp(‘et, especially for our 
great metallurgical industries; it is generally thanks to the 
intervention of our .Minister of Foreign Affairs in accord 
with thi' Ministers of I'^inanci' and Connnerct' that wc' liave 
be(‘n able to secure important ordeu’s.^'^ 

It was in loans extended to the Balkan states and to 
Turkey that this ])olicv of securing ordei's in return for 
loans was most constantly and effectively api)]ied. The 
French Government endeavored to insure that these needy 
and belligerent borrowers placed their orders where the}’ 
found the favor of a loan. Often in these negotiations, a 
representative of Creusot, France’s greatest maker of steel 
and war materials, took a direct part, or at all events some 
bank on whose board Creusot was w’ell represented. Often 

Bulletin des Jndustriels et Commer^antu, December, 1911. 

Dehats Pari. Charnbre de D^put^s, January 13, 1911, 
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the armament firms made advances, till the state of the 
market and disposition of the government should permit 
the issue of a public loan. This activity of armament firms 
was international. Sometimes the different national groups 
of armament makers competed in the supply of funds and 
pursuit of orders, sometimes they combined. And some¬ 
times the French Government called on these groups to 
,extend loans which had a political object. 

Serbia in 1905-6, 1908-9, and 1914 was induced to 
buy where she borrowed, permitted to borrow to pay for 
what she had bought. So, too, with Bulgaria, as explained 
in the Report of the Budget (knnmission (Ministry of 
Foreign Affairs) for the year 1906. 

In the course of this year, the Department followed with 
particular care the question of the loan of 100 millions ex¬ 
tended lo Bulgaria by the French banks, which brought im¬ 
portant orders to French industry, especially for war ma¬ 
terials. Long and delicate negotiations preceded the signature 
of this loan contract, and the French Minister of Foreign 
Affairs and the French representative at Sofia intervened 
many times most effectively.'^ 

Of Turkey the same request was made in 1903, 1905, 
1910, and 1914, successful in all but the third instance; 
that came to nothing since the Turkish Government 
refused French demands and turned to Berlin and Vienna. 
The placing of orders was, in 1914, insisted upon with 
s])ecial determination, since Turkey had just used part 
of the proceeds of a loan contracted in France to buy war¬ 
ships in Germany. From Greece, the fourth of the antago¬ 
nists of the period, the same condition was, in 1914, ex¬ 
acted that the orders for army, navy, and railroads be 
reserved for French concerns.'^ From each and all, in that 

Rapport du Commission du Budget, Affaires ttrang^res, Exercicc, 

1906. 

15 tin Livre Noir, Diplomatie d'Avant-guerre d*aprh les Documents 
des Archives Rvsse (Paris, n.d.), II, 233. 
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maelstrom of Balkan finance, came orders for the arma¬ 
ment firms, easing the way to government consent. 

It is worthy of remark that this attempt to bind the 
borrower to spend the proceeds of liis borrowing within 
France was often justified by industrialists and govern¬ 
ment officials because such demands were made by the Cier- 
man banks and government. That this was sometimes the 
case, incidents related in following chapters will indicate. 
But the German Government and bankers tended, likewise, 
to justify their course by the necessity of meeting French 
tactics. They, in fact, often argued that the aid extended 
to French industry far exceeded that given to the German. 
Thus Freiherr Von Gamp Massaunen, member of the 
Reichstag and Prussian House of Delegates, testified in 
the German Bank Inquiry of 1908: 

Yes, indeed; there is often in France an express stipulation 
that the cannon, firearms and so fortli must be ordered in 
France. The representative of Kruj)p\s will confirm this 
statement . . . Knipj) has lost many orders because tlie 

French Government has expressly demanded tliat the^t* tilings 
be made in France . . . But since our banks do not do 
this . . .^" 

Thus the circle of mutual accusation was formed, gradu¬ 
ally catching both governments within its confines and 
more and more often making suspicion corresjmnd with 
fact. For the particularly demanding and alert attitude 
of the F^rench industrial gi'oups there was a special reason. 
Without government aid, they could not get—merely as 
a result of the competitive bidding—more than a minor 
share of the orders for the metallurgical products paid for 
by loans. Even when French capital retained a directing 
power over a foreign enterprise it was likely to find that 
its requirements could be met more cheaply or advanta- 

^ German Bank Inquiry of 1908, Stenographic Reports (National 
Monetary Commission, Washington, 1910), pp. 656-657. 
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geously elsewhere.'^ A special need for compensation was 
felt. 

Despite the fact that in the discussion of the subject, 
much was made of the possibility of securing tariff con¬ 
cessions as a compensation for loans, little was actually 
attempted or achieved in that direction. The refusal to 
admit to quotation the stock of the United States Steel 
Corporation may have been prompted in part by resent¬ 
ment at the American tariff; if so, it was a futile action.^® 
In 1908 listing was refused to the bonds of the Credit Fon- 
cier of Denmark because of an intended increase of duties 
on French wines; concessions having been obtained, the 
veto was later withdrawn.^® In 1910 Sweden and Norway 
were asked to reduce the duties on certain French wines 
before they were permitted to borrow in the official market. 
Doubtless many other minor concessions were secured iu 
the course of negotiation of commercial treaties. But the’r 
trace has not been revealed and their significance must 
liave been small. The general use of ‘Ulu? uiost favored* 
nation clause’’ in pre-war Europe lessened the iiuportaiv \ 
to France of any concession that migh^ he (‘hlaintd. The 
effort seems to have been confined h> st^cui jng reduct’Dii 
of duties on a few Fremdi sj>eciall ies. An exei-ptioiial loan 
condition seems to liave been proposed fo lielgium in 
191218, when that country sought a loan in France— 
to wit, that she agree to enter into a convention for the 
exchange of information between tlie two governments re¬ 
garding inheritances left by citizens of one country within 
the other country. The Belgian Government refused and 
the loan was issued in London.^® 

17 See the interesting computations of capital investment in and pur¬ 
chases by railways in Argentina, Brazil, and Chile in A. P. Winston, 
“Does Trade Follow the Dollar?” American Economic Review, Septem¬ 
ber, 1927. 

18 Bulletin des Induetriels et Commerqants, June, 1909. 

i» Economist, February 15, 1908. 

20 See lecture of M. Guillain in IntSrHs ^conomiques et Rapports 
Intemationaux (Paris, 1915), p. 227. 
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The same desire which made the French Government en¬ 
deavor to secure orders from foreigners borrowing in 
France, prompted it to urge the banks and stock exchange 
to secure places for Frenchmen on the board of directors 
or in the management of borrowing enterprises. Critics of 
the banks made it a mark of shame that in so many parts 
of the world French capital played but a passive role, 
exerted no control over the direction of the businesses they 
financed, and did not advance French industry. These as¬ 
sertions, repeated often enough and vigorously enough, 
gradually shaped government policy. The achievement 
of the wish was not easy. Neither the liead offices of the 
banks nor their foreign branches were particularly well 
organized to found enterprises, or control them; and it 
was difficult to secure })lace for Frenchmen in enterprises 
built by foreigners, even though they sought c/ipital in 
Paris. Local sentiment in foreign lands opposed their in¬ 
troduction; and there were few Frenchmen of marked 
ability residing in foreign lands who miglit be placed on 
such boards. Nevertheless, many Frenchmen were intro¬ 
duced into the direction of enterprises in Russia, Spain, 
l\irkey, the Ralkans, and Tjit in-American states.'^ 

According to M. Piclion, Minister of Foreign Affairs, 
“We ask ordinarily that France he re})resented in the 
boards of directors that mav Ijc set irp as a result of the 
operation, so that our conjmerce and industry are enabled 
to profit as much as ])ossible from the use of the borroweii 
funds.Bui the government found, as a matter of fact, 
that it often was not in a position to make this demand. It 
tended to pass on to the official stock excliange the duty 
of presenting it unless some political issue was at stake, 
as in the case of the Balkan and Bagdad railways. Tlie 
oflScial stock exchange, tlirough its committee of admis- 

DSbats Pari. Chamhre de D4puU», January 13, 1911. La Revue 
Bleue, July 23 and August 6, 1910, held a syniposium on the subject 
in which various bank directors described their efforts to secure repre¬ 
sentation. 

^^D6bat$ Pari. Chamhre de D^puUs, January 11, 1912. 
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sions (Chambre Syndicale), in the years before the war 
occasionally interposed itself for this purpose into loan 
negotiations. It had authority for such action in the 
government decrees of 1880 and 1890.^^ Few specific rec¬ 
ords of such negotiations either by the Committee of Ad¬ 
missions or the government on this matter are available, 
even if they exist. In its report for 1909 the Budget 
Commission (Ministry of Foreign Affairs) noted that 
‘‘Brazilian public works enterprises whose shares were 
given listing in the French market during the year, gave 
a formal undertaking that important place would be given 
to the French element on the Board of Directors.In 
its report for 1910 the same body observed again, apropos 
of South American loans, “as regards the companies whose 
capital is partly French, the Department has exerted 
itself, and has to a certain extent succeeded, to procure a 
greater French representation on the boards of directors.” 
The same report records specific success with the Brazil 
Railway Company, and various Mexican companies."® 
These instances show the direction of the policy, sustained 
as opportunity afforded. 

A frequent wish was expressed in Parliament and out¬ 
side that the practice of supervision of foreign borrowing 
should be extended to prevent the issue of dishonest or too 
hazardous foreign securities. But no Ministry would pos¬ 
sibly accept this responsibility; and as a matter of fact 
French political policy tended to encourage the extension 
of loans to countries of doubtful credit. Reliance had to be 
placed upon the judgment of individual investors and the 
banks, the sense of responsibility of the stock exchange, 

23 But in passinf^ upon listing applications for the loans of foreign 
governments the Committee on Admissions reached its decision wholly 
on technical grounds. R. Ribi^re, De VAdmission de la Cote dans les 
Bourses Francoises des Valeurs (Paris, 1913). 

Rapport du Commission du Budget, Affaires ^Itrang^res, Exercice, 

1909. 

25 Ibid., Exercice, 1910. 
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and the protection afforded by the But these met 

the difficulties imperfectly. The banks were sometimes 
wrong or careless. The financial press was unreliable and 
venal. Fraudulent securities could be sold though ^hey 
were quoted on no Bourse. Thus, occasionally, the govern¬ 
ment seems to have stepped in to guard French savings 
against what was considered an obvious risk. Brazilian 
provincial loans were refused listing by the government 
because their credit was judged to be doubtful and there 
was no satisfactory recourse in case of default. The dis¬ 
tribution of a loan of Paraguay was stopped, because 
revolution broke out after the loan contract was signed 
and the loan was disavowed.^^ In 1913, listing was refused 
to an issue of ten-year 6 per cent Treasury Bonds of the 
Huerta government in Mexico, since the leaders of the 
Carranza party notified the French Government that they 
would not recognize this debt. But only in special circum¬ 
stances of this kind did the Executive Government use its 
power to safeguard investors.^® 

THE SEARCH FOR POLITICAL ADVANTAGE 

Above and beyond all other considerations which induced 
French official intervention with the movement of French 
capital abroad was the wish to make the investment serve 
the political purposes of the state. The reigning diplomacy 
of the day was the diplomacy of bargaining, and in that 
game, played with every resource of power and ingenuity, 

26 Rather elaborate safeguards were established by law, prescribing 
in detail the conditions to be met in the emission, exposition, and sale 
of securities. The laws were revised in 1907 and 1912—extending the 
requirements. 

27 DSbats Pari. Chamhre de D4pMU», December 28, 1911. But the 
Minister of Finance at the same time said that if official listing was 
not asked he could not prevent the sale of the loan unless evident fraud 
was shown. 

28 Still in January, 1909, Caillaux, as Minister of Finance, declared 
that the government refuses listing “when it appears that French saving 
may be hurt by this investment.” D4hatt Pari. Chambre ds DSpuUs, 
January 2, 1909. 
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it was but natural that this precious ability to provide re¬ 
sources to needy governments should be fully appraised 
and used. Borrowing in Paris became as much the work 
of the foreign ministers as of the ministers of finance of 
those loan-seeking governments that crowded the official 
anterooms of the Quai D’Orsay. The saving French people 
gave this official intervention their approval. Financial 
r\ationalism corresponded to the state of mind of France. 

The wish to make French lending conform to and aid 
French political policy led to government intervention of 
three types. First, the government acted to j^revent tlie 
arrangement or emission of loans to countries whose po¬ 
litical actions were deemed unfriendly, or whose j)olitical 
alliances and intei'ests seemed to clash with those of 
France. Second, admission to official listing was made con¬ 
ditional upon })lcdges, assurances, or compensations of a 
political order. Third, the government used its connections 
with financial circles, its influence over public opinion and 
press to facilitate the borrowing of states with wliich it 
was allied, or to arrange the sale of loans in return for 
which political ad\antages had been secured. In some in¬ 
stances the government itself virtually arranged the bor¬ 
rowing, then selected some banking group to execute it; 
or, in the case of business which tlie banks were at the 
moment reluctant to undertake, it called together the bank 
executives and secured tlieir cooperation on ground of na¬ 
tional welfare. 

From 1887 on, the prospective borrower at Paris had 
to satisfy the nervous judgment of two foreign offices, not 
one—the French and the Russian. Through the Financial 
Agent in Paris, through his friends in the French banks, 
and diplomatic agents in the world’s capitals, all whispers 
of intended transactions reached the Russian Minister for 
Foreign Affairs as soon as they were uttered. Always alert, 
possessed of numerous political difficulties at almost all 
parts of its spreading frontiers, the Russian ally was no 
more backward in pressing its judgment of proposed loans 
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to other countries than in presenting its own needs. Con¬ 
sent to its wishes in this field was claimed as an essential 
part of the political alliance. French financial relations 
with China and Ja{)an, with JVrsia and 'I'urkey, with the 
Balkan states and the Central Phnpires often followed the 
lines set by Russian political purposes rather than any 
direct interest of the French people. Russia had favors to 
bestow upon banks and financial journals so that its de¬ 
sires might be the more easily recognized. The dangers of 
this policy did not pass entirely unobserved. INI. Boinj)ard, 
Ambassador to Turkey, for example, whose negotiations 
with Turkey in 1912 were being hindered l)y Russian 
exigencies, took tlie liberty of writing to his superior: 

May I add in passing that in iny opinion the Russian Gov¬ 
ernment tends to abuse the power of the French market as 
an instrument of its own ])olitical ends; yesterday it was in 
China, today it is in d'urkey; now I liear talk of Austria- 
Hungary. That course seems to me most dangerous . . . 

The power of opening or closing tlie Fnnch market to for¬ 
eign loans is certainly an im].)ortanl weapim for the French 
Government l)ut it ought to be used to tlefi iui French inter¬ 
ests only, lest French financial independence be compro* 
inised."® 

But the Russian Government substantially had its way. 

Tlie sentiments of regret and bitterness left by 1870, 
the antagonizing movement of political, military, and com¬ 
mercial affairs in the subsetpient era, kept alive in the 
FVench mind a hostile regard for Germany. This recorded 
itself in French financial policy. Loans to the German 
Government or to German industries violated these senti¬ 
ments, and were felt even to smack somewhat of treason. 
Thus, outside of short-time transactions between the 
money markets, undertaken largely in the natural course 
of trade, Germany was unable to borrow in France. To 

Documents DipJomatiques Franqais, 1871-1914, 3d ser., Vol. I, No. 

279. 
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the German Government and industry, restricted by the 
frequently strained credit situation within Germany, the 
power to borrow in the cheap Paris market would have 
been a valuable advantage. But responsive to the public 
judgment, the French Government stood ready to refuse 
official listing to any public issue. No French banking 
group was willing to risk the certain odium and refusal. 
^At various times, in connection with discussions of Moroc¬ 
can and Turkish affairs, suggestions of a possible arrange¬ 
ment were put forward by the German Government, but 
were ignored. 

Toward the other members of the Triple Alliance, 
Austria-Hungary and Italy, official policy was slower to 
shape itself, and more variable. Until there came into the 
depths of judgment the almost settled conviction that the 
alliance would be drawn into war one day or another, 
Austria-Hungary was a favorite field of investment for 
the French. The French Government regarded this situa¬ 
tion benevolently. But, as public sentiment shifted, official 
policy shifted also, and pointed and defined the change. 
The French banks ceased their attempts to sell Austrian 
Government securities by public issues. The guardianship 
of the government over the loan market was obviously 
asserted in the case of a Hungarian government loan that 
the French bankers proposed to issue in 1909. Official 
quotation was directly refused. When shortly afterward 
the French bankers distributed a bond issue of the City of 
Budapest, for which official listing was not sought, Rus¬ 
sian indignation found definite form. ^'Kvery loan granted 
to Austria-Hungary or simply to Hungary would simi¬ 
larly weaken the position of Russia, and consequently of 
the Dual Alliance,” the French Government was in¬ 
formed.During the strained years ahead to 1914 this 
view prevailed. The French Government detoured all fur¬ 
ther loan proposals from Austro-Hungarian sources. 


80 Livre Noir, I, 90-93. 
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though the Dual Monarchy held out vague political 
promises. 

The treatment of Italian loans by the Trendi (Govern¬ 
ment ran through the opposite course. When Italy en'ered 
into the alliance of the Central Powers, the Preiich grew 
fearful. Previously the French had invested freely in 
Italy. Now the drift of public feeling was reflected in of¬ 
ficial policy. In 1885 the Credit Mobilier was forced to re¬ 
tire from Italian railroad financing. When two years later 
the Triple Alliance was renewed and a tariff dispute aug¬ 
mented ill feeling, there sy)read throughout the French 
press and banking circles persistent criticism of the Italian 
financial situation (which was weak), and no less ])er- 
sistent suggestion that Italian securities be sold. Whether 
the French Government actually initiated the press cam¬ 
paign or not, official sympathy with it was not concealed. 
For a decade the estrangement lasted, and the Paris mar¬ 
ket was closed to Italian loans. Then gradually as 
animosity cooled, as Italian foreign policy displayed an in¬ 
dependent tendency and the chances of renewed friendship 
grew, the market was reopened. With the turn in the po¬ 
litical relations, the attitude of the French Government 
turned, too. 

Toward the financial plans of its neighbor, Belgium, the 
French Government usually showed a welcoming attitude. 
But reserve w'as maintained toward the financial solicita¬ 
tions of the Belgian sovereign in behalf of his ambitious 
plans in the Congo and China. The Congo Free State was 
permitted to borrow in Paris in 1886, for example, only 
after a territorial concession, and after France was 
granted a right of preemption over the territories of the 
former International Association in case of liquidation.®^ 
Not long thereafter the market was again closed to these 
securities. 

Toward the various Balkan states no fixed attitude pre¬ 
vailed. Each of their frequent appearances as borrowers 

31 Comte I.. De Lichtervelde, Leopold II (Paris, 1927), pp. 226 et seq. 
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in Paris was preceded by negotiations with the French 
Foreign Office. In a single balance, through the years, that 
authority tried to weigh its desire for peace in the 
Balkans, its hope of making relations with the small BaF 
kan states intimate and dependable, the need of respect¬ 
ing Russian policy in that area, and the fear of giving aid 
to some future ally of the Central Powers. 

Thus, for example, Bulgaria borrowed freely in France 
up to 1907. Thereafter the French Ministry and official 
policy wavered between doubt of Bulgarian intentions and 
fear lest Germany might acquire new advantages by 
granting loans to which the Paris market was closed. In 
1909 official listing was refused to a Bulgarian loan ar¬ 
ranged by the Credit Mobilier; in 1911 the refusal was 
repeated. For a short time during the following year Poin¬ 
care was prepared to relax his opposition, influenced by 
the adhesion of Bulgaria to a Balkan understanding of 
which Russia was the mentor. But a fresh access of mis¬ 
trust soon led to a reimposition of the ban, wliich was 
maintained throughout the Balkan wars in an endeavor 
to shorten the conflict. The last ]>lay of official judgment 
occurred in the months preceding the Great War. In dii e 
necessity the pro-German cabinet which held office in Bul¬ 
garia showed willingness to grant the (ierman banks 
pledges that aj)peared to assure German dominance in 
Bulgarian affairs. The Paris market could offer better 
financial terms; alternative pledges could be formulated. 
The French and Russian governments used all the arts 
of diplomacy to have the French offer accepted. All were 
of no avail; the contract with the German banks was 
signed. Similar interventions and byplays marked the 
borrowing of Roumania. 

As the Serbian policy adjusted itself to Russian policy, 
that country was permitted to borrow freely. Shortly after 
the termination of the second Balkan war, however, per¬ 
mission to borrow was hesitantly deferred, lest Serbian 
action lead to a renewal of conflict. But in October, 1913, 
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it was granted in response to the request of the llussian 
Government. At the time Russia and all of southeastern 
Europe was seeking to re})lcnish in Paris ])ub]ic treasuries 
depleted by war or military pre])arations for further war. 
The French Government regulated the order of their hor 
rowing. So that Serbia might avoid default, the Russian 
Government on this occasion gave up its own ])riority. 
less friendliness was shown to Cireece by the French Go^ 
eminent. The enterprise of the French banks in Greek ii^ 
dustrial and railroad development was encouraged as cn 
offset to the German dynastic connection, and fresh coi. 
cessions were obtained in return for admitting (rreek go^ 
ernment loans. 

As early as 1899, the French Government, moved by 
Russian aims, had kept strict watch over Turkisli borrow 
ing. Regarding the Ragdad railway j)r()ject as a means 
of German aggrandizement and as a menace to Russian 
yiosition in Asia Minor, mistrusting the German offers of 
complete equality in ownersliip and management, in 1903 
it refused listing to the railroad bonds, which were pur¬ 
chased by the French banks, rnfil about 1910, howevei. 
the French Government peniiiited tlie growth of Turkish 
Government borrowing in Paris in return for the extensive 
economic concessions upon which they were always condi 
tioned. In 1910 an attenqit to ''\act conditions in retun 
for the right to borrow left I ir'ke\ to turn to Berlin 
From the Russian Government tlie suggestion came that 
before official permission was granted, agreements be oh 
tained which would limit the expansion of the Turkish 
military forces. This condition the French Government 
deemed it unwise to impose directly, but in the condition.^ 
it did impose Turkey suspected the same motive and de¬ 
cided to borrow elsewhere. In London, too, it found that 
French and Russian influence prevailed. In Germany, 
from which the Young Turk Government had at first 
turned aside, the loan was finally issued. In 1913—14 the 
drama of negotiations was repeated; its details are related 
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in another place. This time Turkey accepted the proposed 
conditions. Even then, Russia, with prescience, felt un¬ 
easy, and expressed fear lest this new financial -aid 
strengthen the Turkish Government in its dealings with 
Greece and itself. But the direct advantages obtained in 
return for the loan were too considerable to forego. To 
Russia’s anxieties only a vague assurance was returned 
that the realization of the loan would be made dependent 
upon the pacific march of events. Early in 1914 the olBScial 
permission was granted and the loan distributed. The en¬ 
suing months demonstrated that Turkish friendship was 
not among the benefits obtained. 

If the French Government used its powers of guardian¬ 
ship over the loan market to prevent, as habitually as the 
preceding illustrations indicate, the use of French savings 
for purposes inimicable to French political interests, it 
acted no less steadily to stimulate their use for purposes 
that served these interests. Often the government was to 
be found in the lead in the negotiation of foreign loans 
which it wished to see in the possession of Frenchmen. So 
it acted in the Bulgarian and Roumanian instances al¬ 
ready cited. Often it induced tlie banks to accept business 
of which they were in doubt, cooperated with them in the 
public sale of loans by creating a popular understanding 
that patriotism demanded their purchase. To bring the 
desired financial assistance to its Russian ally, the French 
Government exerted itself particularly. Each stage of 
Russian borrowing was arranged with the Frencli Gov¬ 
ernment, as well as with the banks. Still, sometimes, the 
government stood in the way of Russia’s full desires. In 
1900, for example, Caillaux refused to extend listing per¬ 
mission to outstanding internal Russian securities in as 
unguarded a fashion as was asked. In 1906-7 when 
Russian political policy was galling all liberal political 
groups, its borrowing was deferred owing to strong parlia¬ 
mentary opposition in France. The loans of 1913-14 were 
made conditional upon an increase in Russian military 
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strength and the construction of certain strategic rail¬ 
ways. But these were only temporary difficulties of ad just- 
rnent between partners. For the most i)art it was accc‘[)ted 
that the political alliance gave Russia free access to 
French savings. This was regarded on both sides as one 
of the important rights or privileges by which the alliance 
was maintained and supported in its aims. 

In China, where so often loans may be said to have borne 
a second set of cou])ons encashable by governments for 
political advantage if and when circumstances favored, the 
French Government, like the governments of the otlicr 
lending states, habitually endeavored to secure business 
for the French banks. For exam])le, it offered to guarantee 
a loan in France in return for s])ecial concessions in the 
three Chinese provinces adjoining Indo-China, and super¬ 
vision riirlits over Chinese customs—as a means of meeting 
Anglo-German com])etition. In the negotiations for the 
never-issued Currency Loan of 1911, and the Reorganiza¬ 
tion Loan of 1913, by way of further illustration, the 
French Government gave steady su])])ort to the Four 
Power Consortium which was formed, agreeing with its 
insistence that sufficient measure of control over the ex¬ 
penditure of the loan proceeds and the administration of 
the pledged revenues be assured. Not even the wisli oi 
the Russian Government shook this support. But in re 
sponse to this wish the P'rench Government aided in get¬ 
ting place for Russia in the Consortium, and pledged 
itself to refuse official listing to any loans that were to be 
so employed as to weaken Russia’s ])]acc in Chinese aff airs. 

Another country in the realm of French political ambi¬ 
tion toward which the government exerted its powers to 
influence the movement of French capital, was Morocco. 
Here the government dictated the whole course of financial 
negotiation. The details of that course of policy, which led 
finally to the establishment of a French protectorate in 
Morocco, must be left for another place. From 1902 on 
the French Government encouraged the Sultan to pledge 
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his domains to the French banks, forced him to accept 
their terms, shut off other possible lenders, and added 
heavy indemnity claims of its own to the burdens which 
that irresponsible and corrupt sovereign accumulated. Fi¬ 
nancial matters were an important cause of that gradual 
disorganization which made it easier for France to assume 
control. Here finance and government cooperated in a dis¬ 
guised but stubbornly held purpose in which the wish for 
profit and national ambition joined. 

These instances of government initiative in loan trans¬ 
actions by no means exhaust the list. The result of them 
all was to create a mutual dependence between banks and 
governments which could not be limited to situations in 
which it arose. France accepted the situation as a means of 
carrying out its political objectives. 

FAVOR FOR THE COLONIES 

Somewhat apart from the ordinary practice of govern¬ 
ment supervision of foreign lending and differently exer¬ 
cised, was the official policy of facilitating the movement 
of French capital into French colonies. Moderation in 
colonial borrowing was assured by the financial law’^s of the 
Republic. Under laws passed in 1898 and 1911 all loans of 
colonial governments, after being authorized by the local 
authorities, had to be ap])roved by a decree of the Conseil 
D’fctat. If the guaranty of the home government was 
asked, the proposal had to be submitted to the French 
Parliament for legislation. When the government guaran¬ 
tee was accorded to any colonial loan, all subsequent loans 
of that colony required parliamentary authorization.®^ 
These regulations probably kept down the sum of colonial 
borrowing, but, on the other hand, they kept the public 
credit of the colonies very high. Besides, colonial borrowers 

»* For the record of this legislation, see any manual of French colonial 
legislation, e.g., A. Girault, Principes de Colonisation et de legislation 
Colonial (Paris, 1923 ed.), Part 2, Vol. I. 
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were shown favor in the Paris market in two different 
ways. Many of their loans were purchased directly, with¬ 
out public issue, by the official institutions which held the 
small savings or pension funds of millions of people—the 
Caisse Nationale des Rctraites pour la Vicillesse, and the 
Caisse des Depots et Consignations. The Credit Foncier, 
in a smaller measure, also took colonial loans in this way. 
Secondly, the French Government frequently gave its 
guarantee to colonial loans—as to the Tunisian loan of 
1884, the Madagascar conversion loan of 1897, the Indo- 
Chinese loan of 1896. By virtue of this official safeguard¬ 
ing and assistance, the French Colonial Governments were 
enabled to borrow very clieaply—usually at not more than 
4 per cent—and were always able to find lenders. Thus the 
French Governincmt strove to make colonial development a 
preferential use of Fi’encli savings. 

The svstem of pariiamentary authorization was used to 
assure the expci-dituof 'he le>an funds within France. 
The C'hamhcr of Deuidies hi granting authorization or¬ 
dinarily MMc rU'd In law a jeovislon to the effect that 
any inatc'rials foi* pnMic works to be carried out with the 
loan funds, vvlhch were not ’ound within the borrowing 
country, should be of h^reneli origin and bo carried in 
French ship'i." The prebu'cneo was made more certain by 
the fact that after 1900 most of the railway building in 
the colonies was carried out by the colonial authorities. 
Virtually all the other public works and mining resources 
were reserved for French enterprise. Thereby a sentiment 
was created in favor of colonial loans. 

83 For discussion of the use of provision, see A. Dardenne, Les Em- 
prunts Publics (Paris, 1908), and H. Paulin, L'Outillage tconomiqne des 
Colonies Francoises (Paris, 1911). Typical of these provisions is Article 
8 of the 1912 loan for French West Africa, “all materials used for the 
execution of the work, as well as the stationary material and rolling 
stock required to operate the projected railroads which is not found 
within the country, shall be of French origin and be transported on 
French ships.” Bulletin du ComiU de VAfrique Franqaise, April, 1912, 
p. 146. 
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THE government’s PART IN SECURING CONCESSIONS 

The positive action of the French Government in turn¬ 
ing French savings to purposes agreeable to its judgment 
did not exhaust itself in the measures which have just been 
reviewed. Often the resources of its diplomacy were spent 
to secure for French capital and enterprise, profitable op¬ 
portunities of which other governments disposed—to pro¬ 
cure concessions. Sometimes economic considerations de¬ 
termined its action, sometimes political; sometimes they 
commingled. All the industrial countries of Europe were 
exerting themselves for the same objects. Their competi¬ 
tion extended over the six continents. But it took its most 
intensive form in those regions not yet brought under 
development, not yet commanding capital resources and 
industrial technique, nor having a capable, managing, 
stable government. 

In later chapters this intricate struggle for concessions 
is traced out. Here it is possible only to dwell briefly upon 
a few of its outstanding efforts of the French Government. 
During the whole course of disturbance and difficulty 
which finally brought Tunis and Morocco within the 
French Empire, every concession granted by their rulers 
was contended for with unrelaxed purpose. To secure the 
cession to French interests of right to build in these coun¬ 
tries roads, railroads, and port works, to exploit mineral 
deposits, and to found banks, the French representatives 
used all the arts of pleading. When proof of mutual bene¬ 
fit and other forms of inducement failed, and a rival gov¬ 
ernment secured rights that might be turned to political 
claims, financial pressure or forceful menaces were applied 
to prevent these regions from escaping French hegemony. 
By these means a monopoly of railroad and port construc¬ 
tion was obtained. In Tunis the competitive effort of Italy 
to procure entry for Italian enterprise w^as among the 
influences which brought the French Government to its 
decision to assume political control. In Morocco, it can be 
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said, concessions were regarded, as between France and 
Germany, as outright political instruments. For each step 
in its forward reach French capital de{)ended upon its 
government’s help. 

In the Balkans, Turkey, and the Far Fast, the govern¬ 
ment pushed forward in behalf of its financial enter])rises 
with more caution, but no less vigor. For railway and 
banking opportunities in the Balkan states intrusted to 
French capital, French diplomacy worked in a half dozen 
capitals—believing that financial enterprise might help 
to link these countries sympathetically to France, cause 
them to regard France as a rich and reliable friend. 
Toward op})ortunity in Turkev, French capital had early 
directed itself in large amounts. With the entry of or¬ 
ganized German finance, and the growth of German com¬ 
merce and political influence, a great tension entered into 
tlie negotiations for further concessions. The almost per¬ 
petual financial troubles of the government and its failing 
power, the detachment of its European territories, and 
the steadily grinding ])olitical antagonism midst which the 
country lived, })resaged its dissolution. Bv bargaining, by 
working in collaboration with Knssia, bv providing loans 
to the needy Turkish (iovernment, bv the ready interest 
shown by its banks in Turkish business, the Frencli Gov¬ 
ernment gradually brought into French hands a huge sys¬ 
tem of concessions tliroughout the Turkish Empire, but 
more jiarticularlv in Anatolia and Syria. 

In Cl lina, that other great field of concession rivalry, 
French aims and claims were well sustained. By treaty, by 
jiersistent presentation of its demands, the French Gov¬ 
ernment caused to be set aside for French finance the 
main railroad and mining opportunities in those prov¬ 
inces of China which bordered on its colony of Indo-China. 
In several important railroad ventures outside this region 
the French Government exerted itself to assure adequate 
consideration for French banking groups with which 
olficial relations were maintained. Besides, witli the en- 
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couragement of the government, French financial par¬ 
ticipation in the concessions obtained by the Russian Gov¬ 
ernment was arranged. The capacity of French savings 
and its responsiveness enabled France to acquire a posi¬ 
tion of parity with the other great powers in the settle¬ 
ment of Chinese affairs; these offset the greater naval and 
commercial strength of England and Germany, the geo¬ 
graphical propinquity of Japan and Russia. While this 
position was being obtained in China, a somewhat more 
exclusive one—in regard to railroad and port concessions 
—was, by treaties with Siam and Great Britain, secured 
in Siam, the other border state of Indo-China. 

These exertions of the government, here only sum¬ 
marily touched upon, drew together closely tlie govern¬ 
ment and the powerful financial groups. In the forces of 
interest and notions of glory which ruled the national 
state, they were united. 

GOVERNMr:NT PROTECTION OF FOREIGN INVESTMENT 

The government would not, save in a few exceptional cir¬ 
cumstances, use its power of supervision over the capital 
market to safeguard the investors against unsound loans. 
But less reluctantly it stepped in to aid and protect them 
in the event of default by a foreign government, or action 
injurious to an established French financial interest 
abroad.The course pursued in this matter varied in ac¬ 
cord with the ideas and tendency of the ministry in power 
at any particular time, and adapted itself to the strength, 
position in international affairs, state of civilization, and 
character of the action of the defaulting or offending gov¬ 
ernments.®® 

8* An eifort was made at various times to get the French courts to 
provide recourse against foreign governments, but this they always re¬ 
fused to do, Imbert, op. cit. 

86 For analysis of French policy in the earlier years, see H. Becker, 
Le$ Emprunts d'P:tats Strangers en France (Paris, 1880). M. Lewan- 
dowski, De la Protection des Capitaux EmprunUs en France (Paris, 
1896). For the later years there is an enormous literature on this 
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The French Government always insisted on retaining 
complete liberty of action as regards tlie aid it might ex¬ 
tend to its investors. The wide distribution of security 
ownership made it relatively easy to stimulate an agita¬ 
tion in favor of intervention in any particular case. Some¬ 
times the government remained entirely unmoved b}^ the 
ap]:)eals of in jured creditors, sometimes it resorted merely 
to a general declaration or use of good offices to satisfy a 
j)ublic wish, sometimes vigorous acts of pressure or inter¬ 
vention were undertaken, alone or collectively. 'Fhe hu¬ 
miliation, odium, and expense that had been incurred in 
the disastrous attempt of the Kmperor Touis Nay^oleon 
and Maximilian to collect debts in Mexico implanted fear 
of reckless adventures for a considerable period. The dec¬ 
ade of the seventies brought heavy losses to the investors 
in foreign sc'curities. lUit from all but two of the dc'faults 
which occurred, the government stood aside except for the 
friendly exercise of its influence. Only in Egypt and 
Turkey was the situation followed up. On the occasion of 
Egyptian bankruptcy in 1875-76 the Freruli Government 
used all its j)ower to secure rec()m])ense for its bondholders, 
and ample re])resentation in the international institutions 
of control which were created. The Credit Foncier, an of¬ 
ficial French institution, held 175 million francs of Egyp¬ 
tian securities, risked to maintain French influence in 
Egyptian affairs. Stubborn refusal to })ermit adequate 
debt reduction was among the causes that produced the 
rebellion which led to British assumption of power. Hav¬ 
ing refused to share in this final action, France thereafter 
stubbornly upheld every atom of the legal right of its 
investors—^insj)ired not only by concern for their interest, 
but also by the hope that its embarrassment would cause 
Great Britain to bring its occupation to an end. Not till 
1904 was the quarrel settled. Toward Turkey its policy 

subject, larp^cly repetitive. A. Wuarin, Essai sur les Emprunts d*]Stats 
(Paris, 1907). A. Guillaume, L’^pargne Fran<^aUe et les Valeurs M>)~ 
bili^res (Paris, 1907), are among the best. 
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ran on parallel lines. International control of revenues 
pledged to the bondholders was obtained and vigorously 
upheld by the French Government. 

In the later years of the nineteenth century and the 
early years of the twentieth, French official policy showed 
the same variation. Heavy losses were suffered by fresh 
suspension of payments of many Latin-American states, 
but the French Government resorted only to friendly 
mediation for the formulation of new agreements, or the 
arrangement of arbitration proceedings. When Great 
Britain, Germany, and Italy used force against Venezuela 
in 1902-3, the French Government stood passively by. It 
is possible, in fact, that the recoil of public opinion in 
Europe which followed this intervention, and the attitude 
displayed by the American people at the time restrained 
France from resorting to forceful pressure at a later time 
when the provocation was greater. In 1907, Venezuela 
charging that the French Cable Company was aiding a 
revolution, and was not fulfilling its contract, closed up 
its offices. The French Minister was given his passports. 
The Paris market was closed to new Venezuela borrowing 
but no more vigorous action was taken. The quarrel was 
not settled till 1914. Only toward San Domingo was an 
outright show of force made to protect a French interest. 
There a French battleship was dispatched in 1892 to sup¬ 
port the French-owned national bank against the govern¬ 
ment; there, too, in 1903-4 a threat was extended that the 
customs would be taken over to assure the payment of 
French bondholders midst the existing confusion of con¬ 
tending foreign groups. 

The Portugal default of 1892 roused particular criti¬ 
cism in France because of the already substantial losses 
suffered by French investors in Portuguese securities, and 
the widely held opinion that the action was unnecessary, 
and unjust. A large party in the French Parliament 
pressed the executive to take firm action, and all the peace¬ 
ful resources of French diplomacy were exerted to secure 



Finance and Government in France 149 

improved terms for the investors. The French Government 
sought, in the course of negotiations, to have the revenues 
pledged to the loans put under the supervision of the 
Tobacco Monopoly or the Royal Portuguese Railways, in 
both of which French influence was substantial. But not 
only the Portuguese, but the British and German govern¬ 
ments opposed any such arrangement. Greater success at¬ 
tended the exertions of the French Government in behalf 
of investors in the bonds of the Royal Portuguese Rail¬ 
ways, when they were unfairly treated in reorganization 
proceedings directed by the Portuguese Government; im¬ 
proved terms were secured.^® Tlwen while French diplomacy 
was occupied with these matters, it made overtures of fur¬ 
ther financial assistance to the Portuguese Government. 
The loans it proffered were to be guaranteed by a mort¬ 
gage on the revenues of certain colonies, which would have 
given France a part in settling the disposition of these 
colonies in the event that default or other circumstances 
led to their partition. In these attempts it was moved 
by a knowledge of the Anglo-German agreement dealing 
with these domains. 

Toward Spain, which Cuban and Philippine revolts and 
the war with the United States left in acute financial dis¬ 
tress, the French Government showed itself moderate, 
though alive to the large interests of its investors in 
Spanish bonds. When in 1899 the Spanish Government 
wished, by taxation, to reduce the interest on its external 
debt, an intimation was conveyed that the French capital 
market would be closed to its appeals if it did so. But no 
serious oiBScial opposition was manifested when such taxa¬ 
tion was applied to the coupons of the mortgage bonds 
secured on the customs of the Philippines and Cuba, 
which indebtedness the Spanish Government had to assume 
when the American Government would not. Some years 
later, however, the ofiicial market was closed to Spanish 
securities because of the treatment accorded French in- 


86 Report of Council of Foreign Bondholders, 1893 and 1894. 
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vestors in the South Spanish Railroad. Bond interest had 
been suspended and was not resumed though, in the judg¬ 
ment of the French, the road was now able to meet the 
obligation, and was giving preferment to the Spanish 
bondholders. Since Spanish law prevented foreclosure by 
the French investors, and the Spanish Government alone 
had the power to remedy the wrong, tlie official ban was 
aj)plied against its securities. '^ 

In the negotiations which led to the establishment of 
some measure of creditor’s control for Serbia in 1895, for 
Greece in 1898, and for Bulgaria in 1902, the weight of 
the government was thrown behind the bondholders’ pro¬ 
posals. No actual defaults occurred in Serbia and Bul¬ 
garia; the supervisory arrangements were introduced as 
conditions of the conversion loans that enabled the govern¬ 
ments to avoid default. '^I'he German banks took tlie initia¬ 
tive in pressing for the Serbian arrangement rather than 
the French. When in 1898 Greece emerged defeated from 
a war with Turkey, France followed the German lead in 
putting the f)ledged revenues under control. 

It was to coerce the governments of two Mohammedan 
states that the most outright gestures of force, in behalf 
of French investment abroad, were made. In both instances 
the French Government sought objects of a wider char¬ 
acter than the protection of the threatened investment. 
When in 1907 Moulay-IIafid overthrew his brother and 
became Sultan of Morocco, he had no funds to establish 
order throughout the country, to meet the service of the 
Moroccan government loans sold in France, or to pay 
the costs of the French military expedition wliich were 
charged up to him. New borrowing was obviously neces¬ 
sary to avoid default. The French banks offered the re¬ 
quired loan on conditions which greatly strengthened their 
control of Moroccan finances. As the Sultan showed signs 

87 A. Leroy-Beaulieu, Vtconomiste Frangais, August 13, 1910, and 
Report Astociation Nationale des Porteurs Frangais de Valeurs £tran^ 
ghree, 1908, p. 16. 
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of preferring default the French (lovernnient, with effect, 
definitely tlireatened the use of force. It not only sought 
the extension of French influence; it feared lest the con¬ 
tinued ])ostponenient of ])ayments due to (ierinan interests 
might ])royoke (ierinan goyernniental action. 

Toward the Turkish Government in 1901 the threat of 
force passes into its actual disi)lay. The episode, commonly 
known as the Lorando-l'ubini affair, had complicated an¬ 
tecedents.Three claims were inyolved. In 1890 the 
Turkish Goyernment gaye a concession to a French com¬ 
pany (Societe dcs quais de (kmstantinople) for the con¬ 
struction and o])eration of tlie quays of Constantinople. 
After the first quay at Galata was built, opposition 
against the company appeared; the longshoremen felt the 
loss of work, local tugboatrnen were angered by the com- 
])any tugs, the local merchants criticized the rates charged 
though the comjianv had no monopoly. Tlie Sultan re¬ 
fused to continue to carry out the terms of the concession, 
and hindered its o|)eration. Then he offered to repurchase 
the concession on terms unacceptable to the company, 
which wanted an indemnity, and desired to retain the right 
to exjjloit the quays. The Turkish Goyernment yacillated 
in its offers to the company and in its responses to the 
arguments of the French Government. The French Gov¬ 
ernment wished this jiarticular concession to remain in 
French hands since the port of Haida-Pasha was being 
developed by German investors,The matter was taken 
to involve not only pecuniary interests, but to raise ques¬ 
tions ‘^of a wholly different character, touching^ the posi¬ 
tion of France on the Bosporus.”^^ The other claims were 
vif a ])urely pecuniary character; they concerned loans 

^^Doenments Diplomatiques, Turquie, 1900-1901: A. Moncharville, 
“Le Con Hit Franco-Turc,” Revue Odn^rale du Droit International 
Public, 1902. 

Die Grosse Politik der Europiiischen Kabinette, Vol. XVII, Nos. 
5(>H8, 5009. 

Documents Dipl •/.'jO'f/.v. I'utquie, 1900-190,, No 1. 
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made at 15 per cent interest to the Sultan by I.evantine 
bankers of French citizenshij), T.orando and Tubini. 

Though the Frencli Government in tlie past had often 
ignored such situations as tliese, in August, 1901, it broke 
off diplomatic relations witli d'orkey, recalled its am¬ 
bassador, and again demanded immediate satisfaction for 
the claims. Shortly tliereafter a satisfactory repurchase 
agreement for the Constantino|)le docks was drawn up, 
and a settlement of the Tubliii claims arranged. But the 
Lorando claim remained open. On October 1901, the 
Fi'ench Government again reasserted its demands and 
now, as compensation for troubles and delays encountered, 
asked satisfaction of some political matters. The rights of 
French schools, hospitals, and missions were to b(' legally 
recognized and extended; the election by his church of 
IMgr. Fnianuel "Jdiomas, a French protege, as Chaldean 
Patriarch, w^as to be sanctioned, and the investiture made. 
Four days later a naval division was dispatched to Myti- 
l(‘ne to seize the customs. M. Delcasse, Minister of Foreign 
Affairs, declanal that ""we wish to show that to the long 
and iiersistent denials of justice, to the systematic and 
repeated detractions of our rights and interests, France, 
after exemplary [latience, has something besides protests 
to put forward.’'" The day after the Heet arrived at 
Mytilene, the Sultan settled tlie l.orando claim and satis¬ 
fied the other French demands. 

French cahmlations in this ejiisode plainly jiassed be¬ 
yond the simple intention of assuring jpist consideration 
for the tl iree French claims out of which it arose. The 
French Minister of Foreign Affairs declared to the Cham¬ 
ber of Deputies after the dispatch of the Heet 

that he looked with disfavor and apfirchcnsion at the disap¬ 
pearance of an enterprise bearing a French name . . . and 
that the government had felt that it was in the presence of 

41 D^hats Pari. Chnmhre de D/putrit, November 4, 1901. 
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system, a })rejudic(j, and tiiat other interests <d‘ a jiiore gen¬ 
eral and c'levated character, disputed today, denied tomor¬ 
row, violated day afte r tomorrow . . 

In other words a blow had been struck to leave an impres¬ 
sion alono' the African coast and throughout the Near 
East that France was determined to maintain its place and 
program, and ])owerful enough to do so. d'he (^)uays of 
Constantino])le, the claims of Lorando and Tubini were 
but the ^'dossiers” on to}> of the ])ile. 

From among the other instances of later years where 
the French Government asserted itself to shield t'reiich 
interests abroad (they were not infrequent), special in¬ 
terest attaclies to the measures taken in 1912 in behalf 
of claims against Caiba.'*'^ These French claims arose out of 
the 1895 revolt against Spain, and the corres[)ondence they 
liad occasioned grew more faded as it grew more bulky. In 
1910 the hh-(*nch Ambassador, joined by the Ilritish, who 
had similar claims to ])ress, served warning that the Paris 
market would be closed to Cuban security issues in the 
event of continued refusal. The Bampie de I/T^gion Pari- 
sienne, which was negotiating a bond issue for the Credit 
Foncier C’ubain, ended the discussions rather than face 
official o])j)ositi()n. On the board of the Credit Foncier 
Cubain, Frenchmen, Germans, and Cubans sat side by 
side. Not long after, the Banque Contiiieniale of Paris, 
which was the subsidiarv of a German bank, prejiared to 
bring out the Credit Foncier issue, announcing that of¬ 
ficial listing would be sought. Rejection of this request 
was asked for in Parliament. The Minister of Foreign 
Affairs announced that it had already been rejected, ex- 
])laining, ^^When a request is addressed to the govern¬ 
ment, it is examined with an appreciation of the financial 
interest and French ])olitical interests ... in all requests 

<2 Jhid. 

For nn account of this episode, see ibid., February 3, 1912. 
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the Frencli interest sliould take precedence over the fi¬ 
nancial interest . . 

Though vaguely phrased, this statement indicates the 
consideration which, more tlian any other, sha[)ed the 
])(dicv of tlie French (ioverninent in the matter of extend¬ 
ing official protection to French investments al)road—as 
far as it was not shaped by the accident ot personalities 
aT;id special influence. Governmental intervention in behalf 
of ])rivate investors in a foreign land is a political action, 
which has ])olitical consequences. The French Cabinet was 
highly sensible to that fact in every instance; and to it 
other circumstances and conditions were made secondary 
in the long list of decisions which the government was com- 
})elled to make. Fager as it was to ])rotect its investors, in¬ 
fluential as these investors were in official circles, it was 
in a measuring of political advantage or disadvantages 
that the government found its })rimary guide. 

THF. ORGANIZATION OF THE INVESTORS 

dhiE French Government, so that it might keep itself clear 
of the necessity of intervention, “when foreign govern¬ 
ments are concerned, and such intervention would hindei* 
its general policy,” encouraged the effective organization 
of the investors.'*'^ In 1898 M, Cochery, the Minister of 

l)^b(ils Pari. Chamhre ile Depvtds, Fel)ruary S, 1912. Isvolsky wrote 
to his pivernment a})ro])os tliis statement: “That fteelaratioii of M. Toin- 
eare differs sensibly from the point of view of Caillaux . . . who . . . 
as your Kxcelieney knows, regarded analogous operations sueh as the 
Hungarian loan or the participation of France in the Chinese, Quadruple 
Syndicate above all from the point of view of the financial advantages 
obtained. The change in the attitude of the French Government should 
have a serious and favorable significance for our political interests." 
Livre ^oir, I, 188. Isvolsky later modified his judgment of Caillaux 
somewhat, praising the interest and energy with which the Houmergue- 
Caillaux Cabinet in 1913-14 arranged for the ])rogram of Russian bor¬ 
rowing. Ibid., II, 222. 

See Facombe, “De la Di'-fense des Porteurs do Titres de Fonds 
d’Ftat strangers,” Coagri>s Internationale des Valeurs MobilUres, Vol. 
II, for the origins of the organization. In 1913 its name was changed to 
L’Oflice Nationale des Valeurs Mobili^'res, and its functions broadened 
somewhat. 



Finance and Government in Fra^^ce 


155 


Finance, charged the official stock exchange ((lianibre 
Syndicate des Agents de Change) with tlie duty of found¬ 
ing an investors’ association which could defend l^'rench 
financial interests abroad, achieve satisfactory setthanent 
of their difficulties through their own strength and talent. 
The association then created (Association Nationale des 
Porteurs franyais de Valeurs Ktrangeres) sought a wide 
membership of individual and corporate investors. The 
personnel of its executive bodies and the commissions 
through which it negotiated were drawn largely from the 
circles of the stock exchange and from government of¬ 
ficials or former government officials of high rank. For 
aid the Association depended upon botli the stock ex¬ 
change and the government. The stock exchange con¬ 
tinued to be its largest financial supporter; it also coordi¬ 
nated its action with that of the Association by barring 
from trading the loans of foreign governments with which 
the Association was unable to reach agreement. The gov¬ 
ernment’s assistance varied from instance to instance. The 
dij)lomatic officials and consuls abroad introduced its 
representatives, kept it informed, transmitted its com¬ 
plaints and often fought its battles. 

The Association retained, at least nominally, independ¬ 
ence of action despite ds relations with the public powers. 
The Director of the Association explaine(i, “the Minister 
himself requires that it be so, as shown l)y his insistence 
that the President retain no connection with the Adminis¬ 
tration. But the Association receives most precious and 
exclusive support from the government.”*® Through its 
connections the Association was assured of attentive con ¬ 
sideration of its need without any formal arrangements 
for the transmission of its wishes, or the reception of those 
of the government. A natural cooperation developed in 
which the government seemed usually most pleased when 
it had to take no share at all in the situations that oc¬ 
cupied the Association; that, after all, was the object of 

AssociatMm Nationale deg Porteurs Fran^ais, 1899-1900, p. 4. 
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founding it. No doubt tlie Association now and again 
adjusted its policies or demands to the advice of the ad¬ 
ministration, which it could hardly afford to embarrass. 
Their orijariization enabled the bondholders to act effec- 
tively and decisively in defense of their interests. It enabJed 
the government to free itself, when and as it wished, of an 
un])leasant task without exposing itself to the criticism of 
leaving an important national interest in neglect. Both tlie 
bondholders and the government found the arrangement 
satisfactory. 


SOME GENERAL OBSERVATIONS 

It is difficult to recall, after surveying the relationship 
between finance and government in France, the ruling con¬ 
ception of the economic texts that investment and the busi¬ 
ness of buying and selling of securities are private activi¬ 
ties, decided by the taste and judgment of the savers and 
the banks, bringing profit and loss according to the wis¬ 
dom of private decision. In so many ways did the invest¬ 
ment of French capital abroad come within the field of 
governmental cognizance and regulation, so regularly 
were judgments and favors passed back and forth be¬ 
tween governments and banks! Another positive notion 
was added to that in the texts; though the action of each 
investor and bank remained a private financial operation, 
the action of them all over the passing years was a matter 
of national consequence and a natural field for government 
control. This notion was turned into policy, and the policy 
was directed primarily by two sets of conditions and de¬ 
sires. French industry was lagging in its growth behind 
that of rival states; French foreign investment must serve 

♦7 Though only one serious charge of the kind has come to my atten¬ 
tion. The Caillaux government was accused of inducing the Association 
to accept against its judgment the terms offered by the Spanish Govern¬ 
ment in 1900; in so acting the government was further accused of having 
come under the influence of the large Paris banks. G. Manchez, “La 
Rente Ext^rieure Espagnole et le Projet de Convenio,” Revue Politique 
et Parlementaire, October, 1900. 
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to aid it. French political destiny was being worked out 
from day to day midst a world that included enemies, and 
regions that were potential prizes for stronger and more 
civilized powers; French foreign investment was one of 
the forces by which this destiny might be made safe, per¬ 
haps, a triumphant one. 

How fully the objects of this policy were realized, what 
gains and what disappointments it brought, it is the bur¬ 
den of the preceding survey and of later chapters to ex¬ 
pose. Here is place only for a few incidental observations. 
The course of French experience seems to indicate that 
international friendships resting upon financial connec¬ 
tions are fickle, and international gratitude for financial 
aid—in the form of loans—rare. Professions of friendship 
may abound when loans are sought; but may last no 
longer than the need which occasioned them. The loans 
are judged as private profit transactions. Borrowing gov¬ 
ernments are usually more conscious of the cost of tlie loan 
than of the benefit received. A refusal of a loan because 
of government intervention is remembered longer than the 
granting of two loans. The official benevolence shown to 
Russia undoubtedly strengthened the Russian alliance but 
strong common political objects bound the two govern¬ 
ments together. It successfully promoted French policy 
in Serbia and Japan. But where political currents were 
unfavorable, as with Turkey and Bulgaria, the connec¬ 
tions built through financial aid fell apart. 

Foreign borrowers, especially foreign governments, had 
not only to satisfy the bankers of the soundness of their 
credit and their plans; they had to satisfy the French 
Government, popular opinion and the press which led it, of 
their purposes. This necessity contributed to the formation 
of an unhealthy relationship between the governments, the 
banks, and press. When opposition was expected, all pos¬ 
sible channels of influence were used. The press was bribed 
—sometimes with the knowledge and advice of the French 
Ministers who also had to reckon with outside opinion; 
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the way was opened for blackmail by the press.The bor¬ 
rowing governments did not even hesitate to appeal to 
personal advantage. Thus the Russian Foreign Office, 
when instructing its Ambassador at Paris to seek permis¬ 
sion for a contemplated loan suggested that it was advis¬ 
able “to permit participation not only of a group of 
great banks headed by the Credit Lyonnais and the Ban- 
qae de Paris, but also of a new group of second rate pro¬ 
vincial banks led by the influential Cochery. By satisfying 
him, we shall no doubt please the French Government and 
diminish opposition in the Parliament and press.With 
or without basis in truth, a large part of public opinion 
believed that their public officials were corrupted in this 
process of passing upon foreign loans—whether for per¬ 
sonal or party benefit.®® 

Between the banks and the government exce[)tional in¬ 
timacy with mutual temptations arose. Sub ject to official 
supervision in their foreign loan arrangements the banks 
were under the necessity of not giving offense, could not 
easily resist claims for special favor. For instance, they 

See the correspondence of A. liafifalovitch, financial ap^ent of the 
Kussian Cloverninent, published in VllumaniU, December, 192^3-March, 
1924.. Uaffalovitch mentions the Serbian, Arj^ntine, and Br.ozilian gov¬ 
ernments as making payments to the press. J. Caillaux, Mes Prisons 
(Paris, 1921), p. 181), in denying that he demanded a contribution to 
party funds in return for permission to list Turkish securities, asserts 
that the Turkish Government had spent three million francs for news¬ 
paper publicity with the knowledge of the Foreign Minister. Bribery of 
the press twk many forms—money, options, decorations, jobs. The prac¬ 
tice was not limited to foreign governments; an official investigation 
revealed that the newspapers were paid seven million francs for as¬ 
sistance in issuing the Panama Canal Loan of 1888. R. Poincar^, Au 
Seri'icf de la France (Paris, 1926), III, 97, states that Russia made 
large payments to the French press in 1904-6 with the cabinet’s 
knowledge; the Italian and Austrian governments did the same. In this 
chapter he asserts that Isvolsky falsely gave the St. Petersburg Govern¬ 
ment to understand that he, Poincar^, as President of the Republic, 
urged that the Russian Government bribe the press, so that funds would 
be supplied. 

49 TAvre Noir, II, 455. 

59 E.g., G. Manchez, SocUt^s de D4p6t, Banques d*Affaires (Paris, 
1918), pp. 97-98. 



Finance and Government in France 


159 


were expected to reserve place upon their directorates for 
discharged ambassadors and retired officers of tlie Minis¬ 
try of Finance.” Such places were prizes dangled before 
officials provided the banks found their services valuable. 
While on the other hand, the government, in its efforts to 
influence French investment for political ends, hud to rely 
steadily upon the banks. Even tliough it be assumed that 
both groups were governed by most rigorous standards of 
honesty and public welfare, doubts must remain as to the 
wisdom of creating so close an association between any 
single set of private interests and the state. For France, it 
cannot be said to have promoted faith in the government. 

Poincar^, op. cit., I, 268, made reservations for Philip Crozier, 
Ambassador to Vienna, and for George Louis, Ambassador to St. Peters¬ 
burg. E. Judet, George Louis (Paris, 1925), p. 248. The Hanque dc 
L’Indo-Chine, in particular, was expected to make place for such of¬ 
ficials and some were always on its board of directors. 



CHAPTER VI 


FINANCE AND GOVERNMENT IN GERMANY 

THE GROWTH OF A DOCTRINE 

T here never was in Germany a large amount of 
easily spared capital. Thus there always existed in 
industrial and official circles, not far out of sight, 
an anxiety lest too open a reception to foreign loans might 
make difficult the satisfaction of their own wants. German 
industry, while seeking and planning foreign expansion, 
was not, therefore, entirely unsympathetic to some meas¬ 
ure of guardianship of the loan market; it was not willing 
to trust solely to the inoveiiu nt of relative interest rates, 
to the long-time results of foreign investment. In addition, 
two strong bodies of opinion within the country were an- 
tipatVietie to t\ie movement (h capital abroad t\\c agri¬ 
culturists and the Socialists. Hv the agriculturists such 
investment was deemed a cause of higher interest rates for 
agricultnr<‘il credit; besides, they feared lest the growth of 
German financial and industrial’interests abroad would 
cause the agricultural interests to he sacrificed in tariff 
bargaining. By the Socialists it was regarded as bring- 
ing oppression of weaker races in its train and as certain 
to involve the country in international conflict. These 
influences comhined to foster the notion that foreign in¬ 
vestment sliould be submitted to regulation, to create a 
current of feeling that its total amount should be kc])t 
down. Intermittently this demand attained articulate and 
forceful expression. ^J'he banks and public powers were not 
altogether heedless of it. 

From the time of Bismarck’s passing—even in the last 
years of his cliancellorship—it is true that German in¬ 
dustry and the German Government worked might and 
main to develop their foreign influence, to expand foreign 
sales, to build up foreign banking connections, to win place 
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for German capital and enterprise, to acquire spheres of 
influence and colonics. It was recognized that the invest 
ment of capital abroad was essential to all these ends. Thus 
tlie dominant mood and calculation of the government, the 
big banks, and the powerful German industries, were to 
look with favor and hope upon that investment—though, 
as has been indicated, not entirely with ease of mind.^ Out 
of the conflict of influences and computations there grew, 
especially after the turn of the century, an attitude of 
“managenient,” of ‘‘amanagement” such as a liouscwifc 
practices with not too great a weekly budget. The at¬ 
titude of management fitted in naturally with various 
strains in German foreign ])olicy, with the mixed note of 
striviiifT ambition and harassment wliich marked that 
policy, the psychological compulsion to go forward, the 
sense tliat the only way forward lay in (‘oinbat with un¬ 
friendly nations possessed of earlier advantages. In the 
grip of these feelings, the government tended increasingly 
to look for evident return, in the way of economic ad¬ 
vantage or })olitical favor, from its foreign investment. 

In this matter of foreign investment there is a great gap 
l)etween conce[)ti()ns which may l)c formulated as guides 
and tlie actual events. Investors, no matter how patriotic, 
have judgments and tastes of their own; banks, no matter 
how desirous of serving the nation, have obligations, iu- 

^ 'I'he different attitudes weri wcli suujmari/.ed by Herr Mueller, 
DirtTtor of the Dresdner Bank, “ rhe partici])ation of the German Bank¬ 
ing eonimiinity in foreign government and municipal loans is often 
regarded in circles not connected with business as undesirable and some¬ 
times dangerous to the public welfare. Even German Ministers of Fi¬ 
nance have been inclined to view the questions from this standpoint. The 
Imperial Chancellor and the Minister of Foreign Affairs have always 
held a different opinion and have recognized that it is imperatively 
necessary for the international position of Germany, for German export 
trade and eonsequently for the development of the German Merchant 
Marine Navy, to compete with England and France in lending money 
to foreign and transatlantic countries.” Miscellaneous Articles on Ger¬ 
man Banking (National Monetary' Commission, Washington, 1910), p. 
152. 
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tercsts, connections which they steadily preserve. Thus 
only from the actual events can the actual course of policy 
be discei'iied. But out of the controversies within Germany 
before the war, there did arise a substantial measure of 
a^rreement upon a conception of policv- ^i'lus the govern¬ 
ment and predominant opinion tended to accept as a 
theoretical basis tor action. In a book which had great 
influence, the elements of the conception were given pre¬ 
cise formulation.- 

1. The issue of foreign securities in the domestic market, 
like the establishment of branches of domestic enterprises 
and participations abroad, is permissible only after the do¬ 
mestic demand for capital has been fully satisfied, since the 
first duty of the banks is to use the available funds of the 
nation for increasing the national [iroductive and ])urchasing 
power and for strengthening the honu* market. 

2. International commercial dealings as w(‘ll as interna¬ 
tional flotations ought to he hut tlu* means for attaining 
national ends and must he placed in the service of national 
labor. 

»‘3. Ev(‘n when the two foregoing conditions have been ful¬ 
filled the greatest care will have to Ih‘ used in selecting the 
securities to he floated. 

These general [)rop()sitions are vague. Thev were ex¬ 
tremely ditticult to translate amidst the circumstances of 
the particular cases which always ])resent the question of 
‘hnorc or less.” They may set out ob jects for government 
intervention which are mo7*e likelv to be achieved by the 
unhindered operation of ])rivate judgment. Yet in sub¬ 
stance they represented the general attitude which tended 
to prevail in Germany before the war and the general ob¬ 
jects which the government tried by its supervision to 
achieve. 

2J. Hiesser, The German Great Banks and Their Concentration p 
381. 
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MEANS AND METHODS 

For tlic advancement of these purposes the government 
trusted to a large degree to the instinct of tlie [jrivate in¬ 
vestor and the judgment and initiative of the (xreat 
Banks. It did not wish to introduce itself formally and 
regularly into the affairs of the money market or of the 
banks. All suggestions for the establishment of a regime 
under which the opinion of the government was to be for¬ 
mally asked before each emission were regarded with dis¬ 
favor. The undesirability of having responsibility imputed 
to it for judgment of loan issues and the risk of giving 
offense to other governments were recognized. JFit oc¬ 
casionally, to check some loan, the formal exercise of legal 
])owcr was used. For under the laws of the empire, the 
government was able to exercise legal control over loan 
operations through several official institutions.'^ 

Indirectly the admission of securities to listing and 
trading on the German Stock Exchange could be influ- 
ericed under tlie arrangements established by the Stock 
Exchange Act of Regulation of admissions was 

inaugurated in the eighties, provoked bv the heavv losses 
of investors. Renewed defaults of foreign goveriiincnts and 
strong opposition to the large amount of current foreign 
investment were among the causes which led to the holding 
of a stock exchange inquirv in 1892 from which issued 
the regulating act of 1896. This act and subsequent 
amending acts created boards of admission on the German 
stock exchanges upon which interests not professionally 
engaged in the security business were given substantial 
representation.® It was hoped to safeguard the agricul- 

3 A detailed study of the legal basis of control has been made by 
W. H. Laves, German Governmental Influence on Foreign Investments, 
1871-1914 (Thesis, University of Chicago, 1927); I have drawn upon it 
for this chapter. 

^ W. Lexis, “The New^ German Exchange Act,” Economic Journal, 
September, 1897. 

® The provision as revised by the 1908 I.aw and the Berlin Stock 
Exchange ordinance. Art. 24, reads “at least half not active in stock 
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tu]-al and industrial interests of the country against the 
possibility that the banks, with their great powers of 
security distribution, might err, or sacrifice internal de¬ 
velopment for easy profit. The act defined the ])rocedure 
and conditions of admission to be observed by the boards 
of admission. For the Berlin F^^xchange tlicse conditions 
were also regulated by a law passed by the Prussian 
Bundesrat. l)es])itG their composition, these boards of ad- 
niission interfered but little on their own initiative with 
the course of security issue in (iermany exce])t on tech¬ 
nical grounds, or to improve ])ros])ectuses, or to j)revent 
evident error or fraud.'' Such seems to have been the fact 
though a wide field of discretion was opened by the law 
in authorizing the boards to exclude securities which en¬ 
danger ‘‘a public interest” (^‘cin erhebliches allgeineines 
Interesse”). In the interpretation of this provision, how¬ 
ever, the boards dared not venture far outside of the 
grounds of teclinical correctness. Since most objects of 
national policy were matters of ]mblic debate, of ])arty 
or sectional difference, they could hardly attcmj)t to shape 
tliem by their decisions. Still these boards were agencies 
through which the views of the business communitv and 
government miglit he conveyed to the banks witli a certain 
measure of authority. Objections to foreign loans, in gen- 

exoliangc busiiu\ss.” In 1913 out of a board of ‘^8 members and 8 alter¬ 
nates, 20 were aelive or retired bankers, 7 industrial r(“])resentatives, 3 
representatives of produce exchanges and metal mnrk(‘ts. 

6 For analysis and record of their activity, see V. Jacobs, Die Zulas- 
sung von Wertpaineren sum Jiorsenhandel (lUrlin, 19U), and H. 
Zichert, Die KapUaJsunlage in AvsJdndischen \rcrfp(tf>ier(‘n (Berlin, 
1911). Jacobs cites various refusals on special grounds, e.g., of the 
Luxembourg Union Bank because of its corporate form, of the Deutsche 
Erddl Gesellschaft in 1912 because of the possible interference with the 
plans for a German government monopoly and deleterious effect of such 
a monopoly upon the shares (all this under ])ar. 3, see. 3fi—the “public 
interest” claus<‘). also instances in which further information or im- 
provtal prospectus was reipiired, e.g., a Turkish Loan of 1.905, a Canadian 
Pacific bond i.ssue of 1913. As early as 1895 \\w Committee at Berlin 
refused admission to a Mexican loan becau.se the legality of the pledges 
assigned was considered doubtful. Zichert asserts, however, that the 
Boards of Admission were dominated by the banks. 
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oral or particular, could be and were brought forward for 
discussion; and to some extent the banks were guided 
thereby/ 

Tlie various state governments within whose territories 
the several stock exchanges were could intervene in the 
decisions of these boards of admission. To each was ap¬ 
pointed a state Commissar whose duty it was to see that 
the laws regulating the exchange were observed. Of these 
aj)pointmcnts the most significant was that of the Com¬ 
missar of the Berlin Stock Exchange whicli was made by 
the Prussian Minister President who was at the same time 
Chancellor of the Empire. Here was a direct line for the 
exercise of the will of the Imperial (Tovernment. But the 
Commissars, including the one at Berlin, in general played 
a passive role. Their ])owers were poorly defined and the 
government showed little disposition to extend them by a 
broad interpretation of the legal provision regarding the 
])ublic interest.*^ The known instances of intervention by 
the government through this channel are few; but the 
government steadily upheld the right to use it. Thus, for 
example (February 20, 1913), the Prussian Minister of 
Commerce declared before the Prussian I^andtag, apropos 
of the barring of the bonds of the Chicago, IMilwaukee 
& St. Paul Railway from the l^erlin Exchange, ‘‘My 
right to interfere at the place of admission has never been 
denied in the Prussian I^egislature . . . and objection 
has not been raised to the right of the state to determine 
whetlicr a general public interest has been endangered.” 
To make it more effective, the law of 189fi provided that 
when a security had been refused admission by one stock 
exchange in Germany, no other exchange could admit it 
unless the reasons for exclusion w^ere of a local character. 
This created a unity of control within the power of the 

7 Testimony of Dr. Paul Wachicr, German Bank Inquiry of J908 
(National Monetary Commission, Washington, 1910), pp. 665-668. 

8 Testimony of Count Von Kanitz, ibid., pp. 680-681, and B. Dernburg, 
Kapital und Staatsaufsicht (Berlin, 1931). 
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Im])crial Government when it chose to exert it. But the 
government empliasized liow sparingly this ])owcr had 
been and must be used. 

Through its ])owers of dictation over tlie Reichsbank, 
the government possessed another formal means of in¬ 
fluencing the course of German investment. The directing 
board of the Reichsbank was made u[) of tlie Chancellor 
apd four other members, one of wliom was appointed by 
the Em})eror, and the other three by the Bundesrat. The 
Reichsbank’s right to regulate rediscount rates enabled it 
to influence ca])ital movements, to regulate them in the 
interest of the (Tcrman money market, lint tliis was a 
delicate instrument which might react upon business; 
moreover, in its effects, no discrimination could be made 
between foreign loans that were favored and those that 
were not. Of greater use for the ])urpose was the de¬ 
pendence of the large banks u])on the aid of the central 
bank, wliich fact assured effectiveness for its suggestions. 
Moreover, the Reichsbank, as a source of credit for these 
banks, could make its own rules on collateral security. Its 
acceptance or rejection of the securities of a foreign coun¬ 
try as collateral was certain to affect their ])lace in the 
(ierman market; banks would not long ln)ld securities de¬ 
clared ineligible. These combinations of powers sufficed 
to prevent the introduction of securities into Ciermany 
against an evident official opinion.'* But the government 
was reluctant to use them and give offense thereby. 

It was by private, direct, unofficial but steady com¬ 
munication with the directing heads of the important 
banks that the Kaiser and the Foreign Office assured them¬ 
selves of the adjustment of capital movements to their 
judgments and policies. Such communication permitted 
secrecy, flexibility of judgment, and formulation of terms 
of common advantage. Before the great industrial de- 

^ Testimony of Herr Roland-Lucke, formerly Director of the Deutsche 
Bank, in German Bank Inquiry of 1008, op. cit., pp. 350-361; Zichert, 
op. cit. 
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veIo])nient of Germany, before the birth of the aml)ition 
to become a world empire, there was little social inter¬ 
course, little coordination of activity between financial and 
official circles, thou|rh the Emperor and the ('hancellor 
might have entertained a personal intimacy with a 
Bleichroder or a Rothscliild. But with the drawing to- 
gether within the same circles of ambition of tlie mon¬ 
archy, the naval and military advocates, and the com¬ 
mercial and financial interests, both business and social 
communications became common and accepted, with the 
Kaiser in the center of the circl(\ The leading figures in 
the Deutsche Bank, the Diskonto-fiesellschaft and in 
Bleichroder (Berlin connection of the Kothschilds) were 
most frequently found within it. All of the successors of 
Bismarck were convinced that their ])lace as a world power 
de])ended u])on the ex])ansion of (ierman cnter])rise and 
capital abroad. Kaiser Wilhelm II watched carefully every 
move in that process of exj)ansion and labored for it; the 
reins were in his hands.The banks often drew back from 
the impetiiositv of official ])urposes and strove to moderate 
the frictions which they generated. 

It became customarv on the part of the I)anks to con¬ 
sult the Foreign Office in regard to foreign loans to which 
a political interest iniglit attach, or to which serious ob¬ 
jection might be entertained, though no formal require- 

Ur* life of (}forg Vo7i Siemens (Berlin, 1923), by K. Ilelfferich 
for a pieturr of this activity. Other examples are p:iven in B. Hulder- 
man, Albert Ballin (Oldenhiirg, 1922); Ballin relates that when he was 
negotiating with the Morgan group in 1902 in regard to the formation 
of the International Mercantile Marine and community of interest plan, 
the Kaiser followed every step of the negotiations and caused the ar¬ 
rangements to be modified; so, too, when Ballin set off to create a 
Japanese-German Bank, he was called to Kiel to confer with the Kaiser 
and Chancellor on the subject. 

The relationships between the Foreign Office and Bleichroder are 
recorded in considerable detail in the book and papers of Paul H. Von 
Schwabach, of which an account is given in Europaische Gesprdche, 
June, 1929. Often Schwabach w^as intrusted with errands intended to 
further international understanding. His communications with the Roths¬ 
childs show a steady concern for peace. 
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merit of the kind was ever made by the government.As 
the interests of the banks increased in regions where their 
safety was largely dependent upon their government, as 
prospects of future opportunities became jilainer, they 
took pains to make their actions fit and res])ond to official 
indications. Sometimes tliese indications came directly, 
sometimes they were conveyed deviously through the ad¬ 
mission committee of the Berlin Stock Exchange, the 
Reichsbank, or tlie semiofficial press. 

It was upon tliese quiet, informal procedures tliat the 
German Government relied to turn the process of foreign 
investment to what it conceived to be the greatest national 
advantage and to regulate its movement. A director of 
the Krup[)’s bore witness to the effectiveness of these 
means, ‘‘1 believe,” he told the German Bank Inquiry of 
1908, ^'that the existing state of things suffices to enable 
the government to hold uj) undesirable loans or prevent 
their being placed at an inopjiortune moment.”'" The 
close connection between tlie banks and industries gave 
sufficient assurance that the banks would work directly 
for German industry. The representation of the Great 
Banks on the boards of directors of the main industrijil 
companies of Germany, their continuing investment in the 
securities of these comjianies and general financial inter¬ 
dependence was a guarantee that the banks would exert 
themselves to secure favor for (ierman industry according 
to their judgment of the possible. This was one of the most 
urgent of official desires. For in (ierrnany, as in France, 
only wavering credence was given to the theory that even 
in the absence of special provisions or arrangements, for¬ 
eign lending must benefit foreign commerce; and besides, 

n This was brought out clearly in the German Bank Inquiry of 1908, 
and has been affirmed and illustrated by many German authors. For good 
examples, see H. Dove, “Der Einfluss der lioersengesetzlichen Vorschrif- 
ten,” Bank-Archiv, April, 1911, p. 223; M. Brabdt, “Die Einflihrung 
Auslandischer Anleihen,” Bank-Archiv, April, 1911, p. 221. 

German Bank Inquiry of 1008-1900 (National Monetary Commis¬ 
sion, Washington, 1910), 1, 420-421. 
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German opinion was always concerned with tne balance of 
trade, lest gold be lost and credit be restricted. 

Another reason why formal regulation w\as dispensed 
with lay in the fact that tlie other important aims of the 
government could be attained only by informal, personal 
action. For they required a positive response. The govern¬ 
ment, despite its recognition of the many demands for 
available German capital often sought to induce tlie banks 
and investors to finance projects deemed essential to the 
advancement of imperial aims, to sway judgment and 
action in favor of lands where a prospect of increased Ger¬ 
man trade and power was seen. The German Government 
found tasks for German capital to [)erform; that was the 
most important way in which it influenced the course of 
German investment. 

THK ACTUAL EXERCISK OF C.OVKRNMUNT INFLUENCE 

There was in Germany, it has already been observed, an 
undercurrent of protest against the movement abroad of 
capital in wliat was considered too great volume. This rose 
from poj)ular and partv sentiment, not from the directing 
center of government. As a manifestation of a ])opular 
feeling of some strength, it bore down upon the banks and 
government. It is impossible to measure to wliat extent 
it may liave been reckoned with, acted upon, by those who 
directed official policy, to know to what extent the general 
movement of capital may have been constrained by official 
influence in deference to that sentiment. All that is certain 
is that there was present in the minds of the banks, the 
Reichsbank, the government, the necessity of ‘hnanaging'’ 
the employment of German capital, so that it might per¬ 
form its most urgent tasks. Often^—both the current com¬ 
ment on the matter and the testimony of the banks in¬ 
dicate—this created a general constraint, a caution, in 
the flotation of foreign loans. Such constraint was to some 
extent the reason, it is likely, for the small volume of for¬ 
eign lending in the years 1905-9 and 1911-14. But it was 
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certainly not as strong an influence as the basic condition 
of the capital market. 

From time to time the government gave direct or in¬ 
direct indication that the time was not favorable to foreign 
loans. Thus the Minister of the Interior, Delbriick, avowed 
before the Reichstag (February 11, 1911) a policy of 
maintaining such a proportion between domestic and for¬ 
eign securities as would maintain the price of government 
securities. When, to use his words, “the cup is too full,” 
the government would intervene, as it did to prevent the 
listing of American railway bonds in 1911. So too, in 
191r3—14, the government conveyed through its semi¬ 
official press the opinion that foreign loans which were not 
cs[)ecially advantageous for economic and political reasons 
should be restricted to the utmost. The (ierman Govern¬ 
ment itself was then under the necessity of borrowing 
heavily.^ ‘ The discount rate had riseti to almost per cent, 
the rate for short-time advances on securities to almost 7 
per cent, lloth German industry and the (ierman Govern¬ 
ment believed that they could ill afford any foreign drafts 
upon the savings of the country. Thus the rrussian Minis¬ 
ter of Commerce intervened to bar from the Berlin ex¬ 
change a bond issue of the Mexican (iovernment and 
short-time notes of the Mexican National Railways. In 
addition to the fact that the Imperial Government was 
about to issue a loan, the Minister was moved in this action 
by his judgment that the Huerta Administration, un¬ 
recognized by the United States, offered a dangerous risk. 

But even while it was attempting to control the volume 
of foreign investment, the government realized that it 
could only hope for partial success. It recognized that the 
economic forces, the private calculations, which deter¬ 
mined whether capital should stay at home or move abroad, 

13 For an account of this exercise of official influence, see A. Lans- 
burgh, “Die Staat und Auslundsleihen,’’ Die Dank, July, 1913; S. Schil- 
der. Die Auswdrtigen Kapitalsanlage vor und nach dem Weltkreiq 
(Berlin, 1918), pp. 28 et sea. 
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had a will of their own. The business of loan issue was a 
delicate one, not to he interrupted at will. Or, as the head 
of a large private bank explained to the members of the 
Bank Inquiry of 1908: 

Desirable as it is to choose the moment wisely, still we are 
not always in a position to seek such financial operations 
according to our pleasure. If, for example, a country has 
for ten years made no loans, and if at a certain time it has 
need of money, then it is not at all likely that we could say, 
“Would it not he better if you were to wait a year?” By such 
conduct as this we should often wantonly and foolishly lose 
valuable connections.*^ 

And lastly, the government itself was usually divided in 
its wishes, Kven when it might have ap})earcd desirable to 
restrict foreign lending in order to ease the domestic 
capital situation, various })hases of its program of eco¬ 
nomic and political expansion required foreign lending. 
Herr Dernburg, ex-Minister of Colonies, in criticizing 
the restraint upon foreign investment imposed in 1911, 
asked how these cross-purposes were to be reconciled. 

What is to become of the negotiations of the great Chinese 
Hu-Kwang loan, carried on for several years, which German 
diplomacy advocates so eagerly? . . . What will happen also 
to the Santa-Catherina and Manchurian loans, which the 
Foreign Office supports? On the one side we liave the Min¬ 
ister of Foreign Affairs urging forward, on the other side 
the Minister of Commerce putting on the brakes.^'’ 

d'he chief reasons for government intervention to check 
s])ecific proposed loans, or the loans of a specific country, 
were ])olitical. These interventions concerned the borrow¬ 
ings of Serbia, Russia, and Bulgaria. Twice, in 1893 and 

14 Herr Fischel of Mendelssohn & Co., German Bank Inquiry of 1908- 
1909, I, 479-480. 

15 Dernburg, op. cit,, p. 22. This short volume is the most effective 
argument against the exercise of government control written in Germany 
before the war. 
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IDOf)*. Sorl)inn borrowin/r i,, (u-rninjiv seems fo have l,een 
nrrnii^fed with the hunks, hut not earned throij<Wi. 7'],^ 
circuinstanecs whieh led to the withdrawal of tlie banJcs in 
these instances remain sowowhnt obscure. But contom- 
porary observers attributed the action to the decision of 
the government. In the 1906 episode, the distribution of 
armament orders, which the French banks and government 
were also demanding as a condition of a loan, was at the 
center of the controversy. 

Toward Russia tlie action taken was dramatic and re¬ 
peated. German capital Jiad contributed largely’ to the 
needs of tlie Russian Government and to the construction 
of Russian railways in the seventies and early eighties. But 
during 1886-87 the state of feeling between the two coun¬ 
tries greatly changed. Fear and antagonism succeeded 
friendliness. Bismarck ordered the Rcichsbank to refuse to 
accept Russian bonds as collateral security; syinjiathy, if 
not stimulant, was extended to a })ress campaign directed 
against Russian securities. They were sold outside of 
Germany. The decree was kept in effect until 1894. There¬ 
after, until 1906, Russia was intermittently permitted to 
borrow in Berlin. In 1906 the German Government again 
caused the banks to renounce Russian government loans. 
The force of Russian diplomacy had been turned against 
Germany in the ])receding years. No furtlier Russian gov¬ 
ernment borrowing occurred in Berlin. But the market 
was left open to Russian industrial securities; for the 
entry of German private enterprise into Russia was 
deemed an economic gain. 

When Bulgaria in 1909 met refusal in Paris, it turned 
to Vienna and Berlin. The German Government blocked 
the listing of the loan on the Berlin and Hamburg ex¬ 
changes. By 1911 a satisfactory commercial treaty was 
signed. Then the Hamburg Exchange was open to the 
loan. Two years later, when France and Russia were ex¬ 
tending loan offers to the Bulgarian monarch on condition 
that the pro-German Ministry should be turned out of 
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power, when the (ierrnan hanks were asking kjan 
that was iinj)opular among the peasants, the Cie>-ir>an 
Government urged its hanks to grant the ru[iiire(l loan 
and exerted itself to have the re(juir( rnents of tJje (ierinan 
banks modified, so that the French Russian oilers might 
be refused. 

These actions are simply uruiei^.tood in the light of the 
continental political situation. The r-efusal of listing by 
the Prussian Governmeni to tlie Ijonds of the Chicago, 
Milwaukee & St. Paul Railway in 1911 was of a more un¬ 
usual nature. Its explanation still lies in a field of con¬ 
jecture composed of the dozen ])os<ible reasons. The 
condition of the German capital market was the chief ex¬ 
planation offered. Tiie demands on the capital market 
were numerous at the time; the government borrowing 
plans had been deferred. Put there were special infiuences 
and interests which caused the government action to be 
taken just then, and against the American bond issue 
rather than the other foreign Issues which were admitted 
during the same year. The issue was unpopular in indus¬ 
trial circles as possibly aiding American industry; agri¬ 
cultural opposition to foreign lending was vocal and ac¬ 
tive; the occasion was a good one to make a gesture 
])leasing to these circles of opinion. Besides the German 
(iovernment and the American had been exchanging forth¬ 
right notes concerning the German Potash Law of 1910, 
which was judged by the United States to affect adverselv 
contracts previously made bv Americans with independent 
German producers. The high American tariff was creating 
anti})athy.^‘’’ The closing of the Berlin Exchange miglit 
have been caused by the antagonism that was roused, 
might have been intended as a notice to the American Gov¬ 
ernment that German financial aid would be unavailable 
till the spirit of concession was shown. Certainly the debate 
occasioned by the action took on a distinctly anti-Ameri¬ 
can character in the s]>eeches of the Conservative, Clerical, 

Foreign Relations of the United States, 1911. 
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and anti-Semite factions. But this explanation is only con¬ 
jecture, though a likely one. 

Only in these few instances, as far as is known, did the 
government intervene formally to check the loan arrange¬ 
ments of the banks. For the rest it trusted their judgment 
and their ability to understand veiled suggestions. The 
investments made in banks and industries in Russia, 
yrance, Great Britain, and Serbia—four potentially 
hostile countries—were not opposed. They were accepted 
as remaining under German control and strengthening 
German industry and commerce. Economic influences were 
])ermitted to prevail, to form their own connections. 

The government, as has been already emphasized, ad¬ 
dressed the banks not so much to restrain them as to in¬ 
duce them to accept new responsibilities, to undertake 
loans and enterprises deemed of service to the German 
state and German economy. The range of its activity was 
indicated by the Director of the Dresdner Bank. 

The Foreign Oflice has fre(juently stimulated the German 
banks to enter into eoinf)otiti<)n for Italian, Austro-Hun¬ 
garian, Turkish, Roumanian, Serbian, Chinese, Japanesi', 
and South Anieriean loans. Even when tlie hanks are aj)- 
proaelied from other (jiiartt‘rs, the first move made is to ask 
the consent of the Foreign for carrying on the ne¬ 

gotiations. If the consent is given, then ministers, ambassa¬ 
dors, and consuls frequently sujiport the rejuesentatives of 
the German banks by word and deed.'^ 

On three striking occasions, to illustrate the course of 
activity, the government stepped forward to induce the 

17 W. Mueller, Miscellaneims Articles on German Banking (National 
Monetary Commission, Washington, 1910), pp. 162-153. Herr Schinkel, 
partner wid director of the Diskonto-Gesellschaft, presented the matter 
to the German Bank InQuiry this way: “Often it is our own govern¬ 
ment that imposes the duty upon us under all circumstances to cultivate 
g(K)d relations with Brazil, Kast Asia, Chile, or Argentina, inasmuch as 
these countries still constitute a neutral ground which, unless we look 
out, will be wrested from us without ceremony by the English and 
Americans.” German Bank Inquiry of 1908-1909, II, 249. 
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banks to extend financial aid to friendly powers, after they 
had encountered refusals in Paris. Italy, wJiich liad hith¬ 
erto borrowed cliiefly in Prance, in formed alliance 

with the Central Powers. Within the next five years, the 
(iernian banks, under instruction of their government, un¬ 
dertook the task (and opportunity) of financing the 
Italian state and railways. In 1887 the Prench Govern¬ 
ment closed the Paris market, and instigated the resale of 
Italian securities held by its citizens. liismarck and the 
Italian Prime Minister brought the German banks to¬ 
gether in a syndicate to support the Italian Government 
through the succeeding years, when the fear of bank¬ 
ruptcy was acute. The cooperation was carried into the 
field of ])rivate banking and industry, (xcrmany thought 
to cement to itself a valuable ally, and while the Italian 
need was great, it did. But with the gradual cooling of 
Italian relations with the Central Powers, and the re¬ 
admission of Italian securities to the more capacious 
Prench market, the financial connection dwindled. 

In 1910 the German Government in similar fashion 
pmssed the banks to undertake financial operations for 
Turkey and Hungary, The banks feared that the Turkish 
credit was not good enough to enable them to sell a large 
Turkish loan in a strained market—a loan which the 
Prench and British governments had kej>t otf their mar¬ 
kets. Only the earnest insistence of the Kaiser and Chan¬ 
cellor ])rcvailed upon them to accept the risk. The Kaiser 
seized the o])portunity of putting Germany in favor by 
helping where others refused. Shortly before, Hungary, 
too, had come to Berlin after meeting the veto of the 
Prench Government, and found through official interven¬ 
tion the loan it sought. Under no less dramatic conditions 
the (ierman banks were led forward in loan negotiations 
with Uoumania in 1918 and with Bulgaria in 1914. 

Outside of tlie continent, and especially in China and 
South America, the banks w^ere urged forward by svm- 
pathetic cooperation and support rather than by direct 
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suggestion and request, though such were made from time 
to time. In China, the government showed itself, as did the 
other Great Powers, eager for full German participation 
in Chinese government and railway finance and exerted 
itself that its banks might possess a leading share. 

GOVERNMENT AID IN SECURING CONCESSIONS 

INURING the last quarter of the nineteenth century the 
world of purposes and fantasies within which German 
po))ular sentiment, German industrial and financial in¬ 
terests moved, underwent a transformation. A mystic sense 
of great destiny—such as possesses all nations from time 
t(j time—nf larger goal, began to sliape national feeling 
and national ideals. Such vague movements of national 
consciousness usually seek ex])ression in very ordinary and 
concrete efforts and aims. These were su[)plied in Germany 
by the commercial, industrial, and financial groups which 
were attaining strength and bv the ambitions of the rulers. 
German commerce had acquired system and foresight; 
(ierman industry had shown a capacity to applv teclmical 
discovery and to organize ifs operations in large and ef¬ 
fective units; German finance was attaining concentrated 
cnntrol over growing capital sums, and was readv for ad¬ 
venture. All felt that their future growth depended upon 
the acquisition, under their direction and infiuence, of 
markets, of raw material supf)]ies, of lucrative opportuni¬ 
ties, in foreign regions. With this sense of need and ambi¬ 
tion, the Kaiser and most of those who surrounded him 
sympathized. In thought and ])lan these desires for 
commercial and financial expansion became fused with 
dreams of an extension of German political dominion. The 
talent and power of Germany proven on battlefields and 
now in the worksliops, the judgment took firm hold, gave 
it the right to share more fully in settling the political 
fate of the world, in exercising political dominion over 
primitive regions or countries submerged by the advance 
of European civilization. Germany, thus moved and thus 
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led, entered the competition with Great Britain and 
France for foreign commerce, concessions, financial ad 
vantages, colonies, control. 

Circumstances combined with the seriousness of mine 
and purpose, which is part of the German character, tc 
impart to the German effort tense and unsparing quality 
For already other countries, and especially Great Britain, 
possessed vast colonial areas, had established claims and 
privileges through precedent and treaty, built up world¬ 
wide banking systems, come into the ownership of so mucli 
of the best opportunity, were already engaged in the ex¬ 
ploitation of most of tlie favored regions. A consciousness 
of handicap came to characterize the German effort. Of 
the limited chances which remained, none must be over¬ 
looked, all must be pursued. 

The manner and extent of the government exertions in 
behalf of concession opportunity differed, as did those of 
the British and French governments, according to the 
character and strength of the government and people 
within whose domain the concession was sought. On the 
continent of FiUrope, diplomacy was restricted to the cul¬ 
tivation of friendship, to friendly pleadings or interposi¬ 
tion, to the suggestion of compensating advantages: 
though in the small Balkan states it took occasionally 
sharper turn. Along such amiable though serious linej 
the negotiations undertaken wnth Latin-American state: 
also ran. It was in the Near Fast, in China, Morocco, anc 
Africa that the German Government assumed an active 
leading role. 

German enterprise and capital investment in Turke; 
centered in the Anatolian and Bagdad railways. The con 
cession for the Anatolian railway was obtained by an in 
ternational syndicate in which the German interest domi 
nated. Bismarck viewed the plans of the syndicate wit! 
misgiving, foreseeing the international hostility tha 
would arise. But once the decision of the group was made 
he pushed its claims against foreign opposition. There 
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after, through years of careful planning and diplomatic 
sin)port and arrangement, the German Government la¬ 
bored to bring the German railway projects to completion. 
An impoverished, decaying, confused Turkish Govern¬ 
ment had to be kept together and supported in crises; the 
confidence of a suspicious Sultan had to be retained. Then 
later the trust of a rebellious Young Turk Ministry had 
vto be won. The effective powers of opposition of Russia, 
Great Rritain, and France had to be overcome by bar¬ 
gaining and arrangement. Not least important, the Ger¬ 
man banks had to be induced to engage more and more of 
their resources in a venture of great and uncertain cost, 
and hardly more certain return. In 1914 the final achieve¬ 
ment of all this seemed assured. 

It was with the Bagdad railway in mind, not because 
of any interest in the possibilities of Persia, that the 
German Government negotiated for concessions in Persia. 
Thus always, these efforts and the movements of Ger¬ 
man enterprise were guarded and constrained lest Rus¬ 
sia and Great Britain be provoked to make a direct 
issue of them. They were renounced in tliat zone of influ¬ 
ence which Russia claimed, when Russia in return con¬ 
sented to ease the wa}^ of the Bagdad railway. In another 
far-distant country, a similar renunciation was made, for 
the benefit of German policy elsewhere. German capital 
had assisted in financing the construction of railways in 
the Boer Republics of South Africa and was seeking other 
opportunity in these lands. In a succession of official dec¬ 
larations and gestures, of which the Kaiser’s telegram to 
President Kruger upon the repulse of the Jameson Raid 
was the most spectacular, the German Government was 
creating an impression of friendship and support. But its 
real plans and aims were elsewhere, in the hopes of a divi¬ 
sion of the Portuguese colonies. When once they were met, 
as far as they could be under the circumstances, by an 
agreement with Great Britain, no further effort was made 
to gain concessions in the Boer Republics. Rather, German 



Finance and Government in Germany 179 

capital was encouraged to seek opportunities in those por¬ 
tions of the Portuguese colonics assigned to German con¬ 
trol in the event of the bankruptcy of Portugal. 

In China the German Government secured exclusive 
opportunity for German capital in the province of Shan¬ 
tung, bestowing the mining and railway rights uy^on corn- 
])anies created under imperial control and subject to 
imperial direction. That German capital might share more 
effectively in Chinese government loans and be brought 
more readily to finance such concessions as these, all the 
powerful German banks had, at the suggestion of the 
government, grouped together to establish the Deutsche 
Asiatischc Bank. In the ownership of this institution the 
Seehandliing, State Bank of Prussia, joined with the pri¬ 
vate banks. Behind the Deutsche Asiatische Bank, both in 
its individual efforts and as a member of the International 
Consortium, the German Government stood, coming to the 
fore when needed, and encouraging its determined and 
successful efforts to share substantially in all C'hinese fi¬ 
nancing. Prestige, commercial and financial benefit, the 
right to share in the settlement of Far Eastern affairs— 
these were the aims of policy as far as they had shaped 
themselves. 

These, too, inspired the stubborn striving of the Ger¬ 
man Government to make place for German capital and 
enterprise in Morocco. The course of German action, with 
all its variations and complexities, cannot be interpreted 
with certainty despite the immense amount of information 
that has come from official archives. In that range of argu¬ 
ment by which the German Government explained and 
defended its actions, a dozen conceptions and states of feel¬ 
ing appear—injured })olitical pride, fear that Morocco 
would be closed by France to German commerce and enter¬ 
prise (a fear accentuated by the fact that so much of 
Africa was already in French or British hands and com¬ 
pounded wnth envy), a belief that as England and Spain 
had been compensated for withdrawing from Morocco, 
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(icrniaiiy, too, deserved compensation—these do not ex- 
luuist the list. For over ten dramatic years, wliilc disorder 
grew and disaster became imminent, the German (Tovern- 
rrient encouraged tlie entry of German financial enter})rise 
and exerted the full strength of its diplomacy to gain a 
share in the development of Morocco, second to that ot no 
other country. Twice the determination was shown to re¬ 
sort t 9 armed force rather than consent to the establish' 
ment of French control. Of all the strivings of the German 
Government to secure opportunity for (ierinan capital, 
this was tlie most resolute and most reckless. In the second 
MoroccaTi crisis the battle-lines of the coming World War 
were drawn. 

At the end of a quarter century of effort (jerman en¬ 
terprise held place in most of the contested areas of the 
world. Through the concentration of banking forces and 
the zeal of the government enough capital for the ])urpose 
had been found. To make these foreign eiiterj)rises more 
independent, to build up German commerce, to satisfy 
national pride, a self-sufficient merchant marine, a grou[) 
of German banks in foreign countries, and a (ierman- 
owned cable system, were found necessarv. In all these 
fields British })rivate enter])rises had gained predominance 
by slow acejuisition and growth throughout the centurv. 
For a similar slow growth neither German commerce nor 
the German Government could wait with patient trust. A 
special effort was exacted of that close combination of fi¬ 
nancial forces of which the Great Banks were the hearl.'^ 

1ft Of the banks Riesser, o/). c\t., p. 529, wrote that the Great Hanks 
“also co<)perated with the g'overnnient policies regarding the colonies, 
navigation, canals, the navy, and cable connections, all of which bore the 
closest relations to the above business policies.” In all regions, how¬ 
ever, it was difficult (not only for Germany, but for France and Eng¬ 
land as well) to make banks located abroad serve political purposes. 
For, in order to support themselves, they ha(l to fit into the local 
situation and seek an international clientele. When the wish of the Gov¬ 
ernment did not serve their ])rivatc interest, they were loath to risk their 
money. For example, the Deutsche-Orient bank refused to go ahead with 
the concession obtained for it in Persia, despite the urgency of the For¬ 
eign Office. 
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For tfie cable companies wliicli were formed the govern¬ 
ment gave subventions and tlie supj^ort of government 
de])artments. Its skill and povv'er were exercised to secure 
tlie required consent and co()j)eration of other govern¬ 
ments. For the establishment of banks abre)ad the way of 
the Great Banks was eased by dij)lomatic intej-ecssion ; and 
at times it was the government which asked that their 
c:eation be undertaken and that tlie necessary capital be 
found. By similar initiative, by an unflagging dis])lay of 
interest and of favor, bv stimulating banking sujiport, the 
mcrehant marine was built. '^Fhe Giwman ])eople and their 
government were try ing to overeoine the tardiness of their 
attainment of great national strength by systematic, 
united use of it. In tliis unitv of interest all foreign eiiter- 
])i’ise took on a faint oflicial tinge, dlie rest of the \\'orld 
recogni/ed the fact, exaggerated it, and though striving 
(ov the same pur])os(\s, i-esented it. 

cn:HMAX rAPlTAT. AND THE ( OEONIKS 

d’liK historians of the German colonies have tended to dis¬ 
tinguish thr(‘c different, successive, positions taken bv the 
(iernian Government toward those activities of private 
enterjirise which contributed to the accpilsition of German 
colonies. In the first, laken bv Bismarck up to 1880-81, 
the government gave protection to the rights of ])rivate 
ventures when the necessity was clear, while avoiding the 
assuni])tion of any political responsibility and any con¬ 
flict of claims with foreign powers. In the second, the gov¬ 
ernment forsook its Kontinental Politik, began to extend 
])rotection and aid against the rivals to German enterprise 
in areas that might be turned into colonies, and accepted 
responsibility for the government of areas brought under 
German control. In the third, the acquisition of colonies 
became an active aspiration and the government engaged 
all its diplomatic skill and power to secure for its subjects 
concession opportunities, which might lead to the exten¬ 
sion of German political dominion. In all stages the capital 
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for ])ioncGring in colonial areas and for the development 
of acquired colonies was furnished primarily through the 
agency of the Great Banks and a few private banks which 
formed subsidiary companies to operate there/^ On the 
one hand these banks were usually ready to respond to 
official suggestion and undertake initiative when asked as 
a ])atriotic duty.**^ On the other hand the government usu¬ 
ally cohveyed to these banks the privileges and opportuni¬ 
ties availal)le in the acquired colonies. Government stimu¬ 
lation of colonial ventures and investments did not grow 
less necessary as the colonial domains expanded, because 
of the unsatisfactory financial returns of many of the ven¬ 
tures. In the nineties, for example, despite the appeal of 
the Chancellor and the colonial societies, sufficient capital 
could not be found to finance the development of German 
Southwest Africa and the government was forced to con¬ 
sent to the admission of English capital to a large share 
of the undertaking. That the field was not left to a still 
greater extent to the British enterprise was due to the 
pressure of the Chancellor. In German East Africa, both 
the Seehandlung and the Kaiser himself gave financial 
aid to the chartered company whicli was created. Over 
most of the larger concessionary companies and the colo¬ 
nial banks and cliartered companies which were estab¬ 
lished, the Imperial (iovernment maintained a guiding 
control. Tlie impei-ial guarantee was given for a substan¬ 
tial part of the borrowing undertaken for the construction 
of railways; the colonial banks which were created were 
kept under the direct supervision of the Imperial Chan¬ 
cellor."^ 

19 J. Scharlach, “Unsere Banken und die Kolonien,” Bank Archiv, 
June, IDOI). The argument for investment in the colonies was well pre¬ 
sented by Dernburg, Zeilpunkte dfs Deutschen Kolonialwe?ens (Berlin 
1907). 

^9 Especially Herr Hanseman of the Diskonto-Gesellschaft in the first 
ventures. 

21 P. Sehutte, Dio Frage einer Regelung der Wertpapier Einfvhr 
(Iserlohn, 1914). 
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The close association between government and financial 
enterprise in colonial expansion and development is not to 
be explained so much by tlie preference of the govern¬ 
ment or the form of the banking system as by what may 
be called (accepting the doctrine of colonial expansion for 
pur])oses of explanation) the conditions and necessities 
of the case. None of the German colonial emj)ire was espe¬ 
cially suitable for white settlement, nor possessed re¬ 
sponsible government, nor, taken as a whole, richiy en¬ 
dowed with easily developed resources. German ca])ital, for 
example, was drawn far more quickly to the gold fields of 
South Africa than to the mines of German Southwest 
Africa. There did not exist in Germany as in Great 
Britain half a thousand groups whose experience and fi¬ 
nancial venturesomeness no strangeness or difficulty could 
appall, who knew how to work mines at any height or 
climate, and hew ])lantations out of jungles, who for a 
centurv had been opening up hidden resources of distant 
interiors. Upon the government fell the burden, since 
colonies were desired, of counterbalancing these deficien¬ 
cies by will and organization. Despite their exercise, the 
amount of capital that went to the colonics was small. 

THE CROTECTION OF THE FOREIGN INVESTMKN r 

In the decades of the seventies and eighties the Cierman 
owners of foreign securities suffered many invasions of 
their rights and heavy losses. Financial circles were 
shocked, irritated, and depressed. The government was 
led to a more serious consideration of the demands for the 
use of its influence and retaliatory jiowers than before. Its 
policy and action, like those of Great Britain and France, 
were guided by judgment of how national interest was in 
each instance best served rather than by any outright 
acceptance of a duty toward the bondholders or any ab¬ 
stract law or right. The measures taken were, except 
toward Egypt and Turkey, limited to friendly and mod¬ 
erate diplomatic intercession. The investors’ organizations 
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and the stock exchange were left to guide the settlements. 
Bismarck shared the widespread feeling that the previous 
investment had been excessive, and a lack of enthusiasm in 
encouraging it in the future by saving the bondholders 
from their misfortunes. Again, in most of the defaults the 
German financial interest was smaller than that of the 
French and English; the bondholders and the government 
were compelled l)y this circumstance to conform their ac¬ 
tion to that taken by the greater interest. In the Turkish 
and Egvptian defaults, Germany followed along the 
French and British course, accepting a secondary place. 

The defaults of the nineties have already been re¬ 
counted. The misfortunes encountered in the Latin- 
American countries the government left to the banks to 
master, with its friendly aid. Toward Portugal more vig¬ 
orous action would have been taken, there is no doubt, if 
it had not been for the opposition which would have come 
from Great Britain and France. For the German bond¬ 
holders had suffered from previous Portuguese actions, 
and Portuguese securities had been admitted again to 
quotation only in 1886. The remonstrances of the Ger¬ 
man Government were sufficientlv strong to cause Portu¬ 
gal to revive the Junta de Credito Publico and intrust 
to it revenues assigned as securities for the foreign loans. 
In the succeeding years of reproachful negotiations be¬ 
tween the bondholders and the Portuguese Government 
for a new settlement, the efforts of the German Govern¬ 
ment were bent first toward the establishment of interna¬ 
tional financial control, later toward agreement with Great 
Britain concerning future Portuguese loans, to be secured 
on the revenues of the Portuguese colonics. 

Po the appeals of the holders of Greek bonds, when 
default first occurred in 1893, Chancellor Caprivi merely 
responded with the advice that they should concert them¬ 
selves with the British bondholders and arrange the matter 
with the Greek Government. But in the following year the 
suggestion that joint intervention be undertaken was con- 
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veyed to the French and British governments. By 1898 
when Greece issued defeated from war with Turkey, whose 
favor Germany was then seeking, official determination 
was crystallized. The German representative at the con¬ 
ference which settlc<l the terms of peace took the initiative 
in bringing sufficient Greek revenues under international 
control to assure the service of the foreign debt. Here 
probably a political aim was being served as well as a pri¬ 
vate financial interest. To establish a plan for bondholders 
supervision in Serbia in 1895 proved an easier task. It 
was achieved by those German and French banking insti¬ 
tutions which undertook the required conversion loan with¬ 
out the open display of the government’s will. The un¬ 
fortunate holders of American railway bonds were left to 
get what they could out of the American railway reor¬ 
ganizations in which they were represented by their banks. 

Before the later defaults of the Latin-American coun¬ 
tries the government remained vexed but ])assive—witli 
one striking exception. True, in 1901 Germany joined in 
a protest to Honduras threatening the use of force if 
American claims were settled and German claims were 
neglected; but that was a minor incident. The use of 
armed force against Venezuela stirred world-wide feeling, 
(jernian injuries, like the British, were of a varied char¬ 
acter. The bond issue sold in Germany to build a railroad 
was in default; German citizens had been unpaid for con¬ 
struction work done for the government, and had suffered 
losses through war damages, forced loans, and requisitions. 
By the violence of the action undertaken, Latin-American 
feeling was aroused, and an undercurrent of hostility made 
itself felt in the United States, though nowhere was any 
approval of the attitude of the Venezuelan Government 
to be found. In the published official documents there ap¬ 
pear, to account for the vigor of German action, a sense 
of baffled justice, of fear that if one of the Latin-American 
countries were permitted to mistreat European enterprise 
with im])unity, all of it would be liable to similar treat- 
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ment, perhaps a hope of special privilege to be obtained. 
The German action was never repeated; it may have been 
regretted. 

All these exertions of the German Government were con¬ 
cerned with losses suffered by investors in foreign govern¬ 
ment bonds. When once German enterprise was settled in 
a foreign land, the German Government tended to stand 
aside and leave it to manage its relations with the foreign 
government and people except in such regions as Morocco, 
Africa, and China. But now and again the government 
took formal action, often enough to give a sense of guardi¬ 
anship. The Knglish Government was urged in a series 
of serious diplomatic conversations, in some of wliich the 
Kaiser took tlie lead, to compensate the German investors 
in the Netherlands-South African Railway (in the Trans¬ 
vaal), taken over by the British (lovernnient after the 
Boer War. The Balkan states were called upon to respect 
the ])rivate ownership of the jirojierties of the Oriental 
Railway (k)mpany within the territories accpiired from 
'^ruikey. In 1908, for exam})le, Germany refused to recog- 
ni/e the indejiendence of Bulgaria until it agreed to in¬ 
demnify the company for losses incurred through the 
Bulgarian seizure of part of the line; and later Germany 
o[)posed the inclusion of those parts of the line which re¬ 
mained in Turkish territory in a scheme for internation¬ 
alization under study by France, Austria, and the Balkan 
states. Here again a desire to manifest friendship for 
Turkey made up part of the play. German concessions in 
Madeira were in 1905 defended with a determination not 
untouched by thoughts of possible future territorial acqui¬ 
sition. Most stubbornly of all were the rights and claims of 
German concessions in Morocco defended and pressed 
against the bankrupt Sultan and the opposed French. In 
China and Africa, German policy followed the same line 
of purposeful determination as was pursued by the other 
powers, perhaps more clumsily than France, more ag¬ 
gressively than England. 
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C O N C L I )I X G OHS E li VAT IO N S 

To a student of (ierman economic and financial allairs be¬ 
fore the war, the nature and distribution of (jerinan for- 
ei^m investment must have seemed satisfactorv. With 
ca])ital hardly more than sufficient to finance the advance 
of domestic enterprise, without many long standing fi- 
jiaiicial relationships with foreign countries, the German 
foreign investment seemed well placed where it could give 
most support to German economic life and polIc\. Of the 
foreign goveiTiment bonds ]K)ssessed, the largest jiart were 
bonds of the countries with which Germanv wislied to 
maintain close and friendly political relations and with 
which German commerce and industrial connections were 
growing stronger. The investment in industrial enter- 
])riscs abroad, ‘‘undertaking capital” as it was called in 
Germanv, had gone mainly where it seemed likely to estab¬ 
lish the leadershif) of German commerce and industry— 
in Central and Eastern Europe, North and South 
America. The (xerman (xovernment had, in general, per¬ 
mitted trade connections, natural diversity of resources 
and abilities, geogra])hical propinquity, to have their ef¬ 
fect. When this fact and the comparative absence of any 
formal government control of that investment are con¬ 
sidered, some perplexing questions present themselves. 
Whv did this investment (‘reate so miK'li iineasv criticism 
and distrust in other countries? Why in the final outcome 
did tlie private German investor lose almost all his hold¬ 
ings? Part of tlu' answer to the first question is to be found 
nierelv m the fact that this investment represented a vig¬ 
orous and eflective new current of financial and com¬ 
mercial com])etition. Other countries, especially Great 
Britain and France, feared and fought displacement, 
h'urther, despite the absence of formal supervision, the 
close ])artnershi}) of effort between the government and 
the banks was discerned; the government was felt to be 
the driving power in much of German foreign investment. 
Hence the idea grew that this investment was not merely 
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a private venture but part of an official scheme, aiming at 
commercial, perhaps political, hegemony. As such, even 
countries largely dependent upon German finance, like 
Turkey and lioumania, from time to time, showed fear of 
tJiat dependence. To the fears thus engendered, the steady 
rise of German strength, j)articularly of military strengtli, 
and the blunt assertion of that strengtli, gave added force. 
Since directly or indirectly it served German policy, Ger¬ 
man foreign enterprise was ine\ itably disliked by the 
members of tlie Triple Entente. 

The Ciermari investors found themselves in possession of 
a comparatively small amount of securities which remained 
safe during the war. Ti)is has been adduced as jiroof that 
German financial and industrial circles did not desire war. 
It can be accepted as sucJi though it could hardlv have 
been foreseen that war would draw into the circle of ene¬ 
mies such distant regions as China, tlie United States, and 
])art of South America. Wliat it reveals is a certain blind¬ 
ness as to the amount of antagonism roused bv that co¬ 
ordinated nationality-conscious, vigorous attemjit to gain 
for German commerce, industry, and state, a large share 
of power and advantage in regions wliere national ambi¬ 
tions claslied. German foreign investment, so integral a 
■jiart of the German outward thrust, was lost with the fail¬ 
ure of that thrust. 



PART III 

STUDIES IN LENDING AND 
BORROVVINCi 




CHAPTER Vn 


INTRODUCTION 

B y the fact that the people of some countries of 
Western Europe accumulated more capital than 
they chose to employ at home, or could employ to 
their greatest advantage, by the fact that the people and 
governments of other regions offered return for the use 
of that caf)ital, a creditor-debtor world came into exist¬ 
ence. In tins sydiere of experience there was no end of 
variety. At some times and places it was a friendly and 
satisfied world in which lenders sought only fair terms, 
proceeds were fruitfully employed and debtors met their 
obligations fully; mutual respect between debtor and 
creditor and common gain y)revailed. At other times and 
places it was a world of suspicion, duplicity, and disap¬ 
pointment, in which creditors sought to take advantage of 
need or weakness, in which lending took a sinister turn, 
and borrowers misused the intrusted resources, or de¬ 
faulted in their ()l)ligati<)ns; then the rancor, the scheming 
propensities, the ill-will of mankind were aroused. The 
contrast, the variety, w^cre most natural. Eor in this world 
of borrowing and lending the participants wTre of very 
different condition, power, and ability to conduct them¬ 
selves well under the exigencies of modern industry and 
finance. The most debauched and lavish Oriental monarch 
might come into the loan market on the same day as the 
most serious, disciplined and trained American railway 
executive; behind one might stand nobody but a handful 
of court officials eager to get their hands in his pockets, 
behind the other, the whole force of an organized nation. 

To understand behavior in this lending and borrowing 
world, and to reveal what a wise nation should cultivate or 
avoid, it is necessary to follow the dealings between a great 
number of separate borrowing countries or regions and 
those which made loans or investments to them—in short. 
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to make a series of studies in borrowing and lending. But 
in this matter, as in others, the annals of the happy are 
brief. The dealings are suitably confined to the quiet 
process of investment, effort, and payment. The results 
lay in the sphere of economic and commercial develop¬ 
ment where they have been already marked. The record of 
foreign investment in the United States, Canada, Switzer¬ 
land, Denmark, during the half-century before the war, 
is, for example, quickly written and the consequences are 
easily understood. It has been when the process of borrow¬ 
ing and lending was affected by political influences, when 
it has created situations which led to political action, or 
been used to create such situations, that the record has 
grown long and involved. It has been when irregular and 
troublesome events have followed the act of borrowing, 
and the destiny of peoples was brought into the question, 
that the record presents difficulties to the judgment. 

So the studies in lending and borrowing which follow, 
are mainly studies in difficulty and conflict. But here again 
it must be remembered that difficulty and conflict are the 
inevitable accompaniments of change. Capital, allied with 
modern technology, is a force which compels change. And 
then, too, political relations were undergoing rapid trans¬ 
formation in the period under review. The struggle for 
])ower among the nations left no economic action free. 
Some of the good results of these changes will far outlive 
the difficulties and conflicts which fill the studies. Human 
weakness, abuse, and oppression appear in plenty in the 
record, but they should be held in the perspective of the 
great transformation to which they were often but inci¬ 
dent, but which they, indeed, tended to deteriorate and 
warp.^ 

1 The reader may miss from among the following series, studies of for¬ 
eign investment in the Central American and South American countries, 
in which regions about one-sixth of the total European foreign invest¬ 
ment was made. But the task was beyond this opportunity. It would 
have required a volume in itself to present in detail the course of re¬ 
lationship between European capital and the score of independent Latin- 
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American governments south of the Rio Grande, another volume to 
trace the investment and its outcome in the territories forming these 
national states. That study of enormous scope and detail could not be 
fitted into the outlines of this work. Various other considerations make 
the omission natural as well as necessary. In the other regions which 
are studied the period 1870-1914 formed a fairly definite epoch, with a 
clear and dramatic close; the events related were part of the scheme of 
things which brought the period to its end. But in Latin-America the 
course of activity of outside capital was only interrupted and deflected 
by the war. A whole new map has not been drawn, political and social 
systems have not been revolutionized. The forces at work remain essen¬ 
tially the same. In one respect, it is true, the outside conditions under 
which the I.atin-American states draw their capital for their develop¬ 
ment have changed—the United States has gained so greatly in political 
power, and its capital has moved with overwhelming energy into the 
I.atin-American lands. But that fact, in itself, is stimulating the studies 
w^hich must be omitted here; an important literature dealing with 
American financial expansion is being born, to which the reader may 
turn, 'rhe following paragraphs are but a few general observations of¬ 
fered as a footnote to that literature. 

European capital and enterprise, above all British capital, entered 
with hope and vigor all the republics of Central and South America, 
it supported land and exploration companies, railroads, ports, municipal 
public utilities and construction enterprises, operated mines and indus¬ 
tries, exploited timber and pasture lands—and financed governments in 
their political aims and economic undertakings. With the help of this 
capital the peoples of these republics were able to become important 
su])pliers of foodstuffs and raw materials needed by the older industrial 
countries, and purchasers of large amounts of manufactured goods. 
Despite the heavy losses and difficulties suffered from time to time, espe¬ 
cially in the eighties and nineties, by the foreign investors in these lands, 
the volume of investment expanded from decade to decade. Precise, 
measurement of the total European investment in Latin-American coun¬ 
tries ap])ears to be unachievable. From the estimations made in the 
creditor countries, as of 1914, a total of something over 6 billion dollars 
appears, of which about 4 billions were British and something over 600 
millions German. The estimates of French investment are most uncer¬ 
tain of all; a billion is perhaps not too far from the actual mark. Of 
the 6 billion dollars, over a third (almost entirely British) was in the 
Argentine Ue})ublic, about a sixth in Brazil, not far short of that in 
Mexico. More than half of the total was probably devoted to railway 
construetmn, cither directly by foreign companies or through the foreign 
borrowing of the governments. 

In the earlier period of borrowing lenders and borrowers often dealt 
with each other irresponsibly and dishonestly. The terms of lending were 
really terms of gambling; and the acquisition of concessions was often 
marked by corruption, double dealing, and political manipulation on the 
part of either of the negotiators, or both. The weaker, less responsible 
governments tended to develop a rather definite technique for cheating 
their creditors—honest and dishonest alike. Loans were contracted bear- 
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in^r interest and commission char^^s; irresponsible p’overnmenf ad¬ 

ministration or political upheaval led to default and ne^rleet of creditors 
claims; when the government felt itself in need again, or some hungry 
government official wanted to line his purse, the outstanding debt was 
converted into one of smaller principal or lower interest—the debt 
having changed owmers in the meajitinic at a depreciated price; new 
loans were th<*n issued in amounts greater than reipiired to discharge 
the former debt in order that a floating debt might be paid off or jiublie 
works undertaken; thus the way was paved for a repetition of the same 
cycle of events. That this process could continue without leading to the 
extensioi\ of control on the part of the governments of the European 
lending countries was due j)artly to the fact that these countries were 
outside the main arena of European rivalries, partly to the hostility that 
would have stirred throughout Latin-America by such a move, and above 
all by the protection afforded by the Monroe I)<K*trine. It W'as the exist¬ 
ence of this doctrine and the assurance that the United States would 
support it, which prevented intervention on more than one occasion, and 
ended it on several; which on the other hand sometimes gave the gov¬ 
ernment of the borrowing state an illusion of safety that fostered ir¬ 
responsibility as regards just claims of lenders or investors. 

After 1900 the larger and more firmly established states, Brazil, 
Argentina, (’bile, and Peru gained steadily in stability, economic ef¬ 
fectiveness, and their standing in the world’s money markets. Through 
all internal and fiJiancial difficulties, the economic development of tin se 
countries, and of the other Eatin-American states, moved on. 'I'lieir 
public credit distinctly improved in comparison with that of most states 
on the European continent. How' the market value of their bonds rose 
in London is illustrated by the following table, which covers a period 


of rising interest rates. 

1808 

1903 

1908 


TJigh 

Low High 

Low 

High 

Low 

Argentine loan, 188G-87 

94 

84 

102 

97 

105 

100 

Brazil loan, 1883 

63 

44 

85 

79 

92 

83 

Chile loan, 1885 

84 

()3 

87 

80 

97 

81 

Uruguay 3^/^ per cent loan, 1891 

46 

46 

63 

54 

73 

66 

Securities of countries with weak credit, hearing reduced interest 

Colombia external, 1896 

19 

16 

32 

16 

46 

42 

Nicaragua railways 

53 

40 

65 

59 

66 

58 

Paraguay, 1886 loan 

17 

14 

33 

28 

52 

45 

Venezuela, 1896 loan 

39 

30 

38 

26 

49 

43 


At the beginning of 1914 Mexico and Honduras were the only two Latin- 
American states on the Council of Foreign Bondholders’ lists of de¬ 
faulters; and Mexico’s default had come after thirty years of exemplary 
financial behavior, and the moderate and useful application of foreign 
resources. The graduil strengthening of the credit of the Latin-Arnerican 
states was due in si bstaritial measure to the economic development 
which took place undi - the leadership of foreign-owned and managed 
corporations. The excellent financial record of most Latin-Arnerican 



Ijcnding and Bornndng: Introduction 195 

governments during the strain of the war, their sincere effort to meet 
their obligations were a striking indication of the increasing financial and 
j)()litical stability they had attained 

The French and (Jerrnan governments from time to time exercised 
control over banking negotiations with the I>atin-American .s^atcs. Th‘v 
asked in return for loans that the f)roeeeds he S]>ent in ])ureh,is(*s from 
their industries, or that their citizens be giv(*n plaec in the rnamtgeraent 
of some enterprise. Hut in general they, as well ;is the iVjlisli (iovern- 
ment, favored the course of investment in Lati/mArnerj( ;i as a means 
of planting their enterprise in thes(“ countries and of assuring markets 
for their industries. They besides w(‘re rather eager to enable their 
banks to share more largely in the profits of I.atin-Aineriean finance, 
which had been dominated by British institutions. After 190U the 
Ci(‘rman and French competition for government issues and for con¬ 
cessions became much more effectively active—especially in Argentina, 
Brazil, and Mexico. F^uropcan investment in Latin-American countries 
was being augmented as rapidly as that in any part of the outside 
world—jierhaps excepting Canada and Australia. 

The future growth of American activity was already clearly fore¬ 
shadowed. In many of the railroad enterpri.ses, early and late, American 
adventurers, reputable and disreputable, had drawn the first plans and 
gathered together the necessary resources. In the mining and petroleum 
industries substantial investment was being made by well-established 
American groups, who possessed the resources to expand abroad as 
rapidly as they had at liome. The Spanish-American War had left us 
with Caribbean possessions; the completion of the Panama Canal had 
signified the broadening of our circuit of commercial influence; we had 
intervened to take charge of the financial affairs of several small Carib¬ 
bean states. Even in 1914 the record of foreign financial activity in 
Latin-America could not be written solely as a chapter of the outward 
spread of European savings. 



CHAPTER VIII 


NONINTERCOURSE BETWEEN FRANCE 
AND THE CENTRAL POWERS 

^ THE BAN AGAINST GERMAN SECURITIES 

1 ~7^VEN between rival and inimical powers capital 
-4 seeks to move, to pass frontiers ringed with bayo- 
nets, responding to some clearly perceived banking 
opportunity, some personal tie, or some need of home in¬ 
dustry. But such movements are hesitant, and at the mercy 
of criticism. A few bankers and statesmen may believe that 
financial cooperation will create the means of compromis¬ 
ing clashing interests and initiate political understanding. 
But if the antagonism and mutual fear be strong this is 
dismissed by others as a self-interested delusion. Thus 
when at the bottom of men’s hearts and minds rests a sense 
that differences between their nation and another nation 
cannot be healed, financial cooperation loses force. It is 
restrained by governments which, expecting war, fear that 
their enemy will be strengthened; the restraint in itself 
becomes a source of antagonism as well as a standing no¬ 
tice of it. Such was tlie situation between France and the 
Central Powers. 

French and (ierman banking syndicates participated 
jointly in many loans that were issued in both markets, 
but this is merely a fugitive and not binding form of 
cooperation. There were a few personal and financial con¬ 
nections between the investment banks of the two coun¬ 
tries. The German banks had participated in a few Paris 
houses. The National Bank fiir Deutschland was a share¬ 
holder in the Credit Mobilier, the Deutsche Bank in Alfred 
Gans and Company, the Dresdner Bank controlled the 
Banque Allard. On the directorates of the largest French 
institutions were men of Austrian and German origin, who 
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had retained banking connections with their former coun¬ 
tries. French and German banks participated in the owner¬ 
ship of institutions in Holland and Belgium. Now and 
again, when the banks of both countries were drawn into 
the same situation they ventured uj)on a joint undertak¬ 
ing. The Deutsche Bank and the Banque Irnperiale Otto- 
mane shared the launching of the Bagdad railway; Ger¬ 
man and French banks worked together in the Banca 
Commerciale Italiana, in a (,'onsortium for Enterprises in 
Constantinople, and in tlie State Bank of Morocco. 
Besides, they participated jointly (along, often, with 
Belgian, Austrian, and English capital) in public utility 
enterprises and concessionary companies in Spain, Russia, 
South America, and Africa. But these were private par¬ 
ticipations by the investment banks which often did not 
ap])ear in their balance sheets. No attempt was made to 
secure official listing for the securities of these enterprises; 
ordinarily, in fact, they were held closely by the banks and 
not ottered for })ublic sale. Even so, this cooperation w?is 
under criticism in France by a large section of opinion— 
and in the years directly before 1914 appears to have 
come to a standstill. The leaning toward cooperation grew 
weaker within the banking organizations themselves.^ 

The most important financial dealings between the two 
countries were through the free short-time loan market. The 
course of trade and the difference of interest rates between 
the two centers induced the French banks to make short- 
time loans Lo the German bankex's secured on collateral or 
commercial paper, and to discount bills of exchange due 
in Germany. This was an aid to the commerce of both 
countries and continued despite a certain amount of popu¬ 
lar dissatisfaction in France. After the Algeciras scare 
which occasioned a withdrawal of French funds, the 
amount of such short-time lending was reduced. 

1 For a detailed but somewhat unbalanced review of such Franco- 
German connections and cooperation by critics of them, see J. E. Favre, 
Le Capital Fran^ais au Service de VFAranger (Paris, 1917), and Lysis, 
Les Capitalistes FratK^ais contre la France (Paris, 1909). 
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The course of industrial development in the two coun¬ 
tries, especially the ])overty of France in coal, and of 
(Ternuiny in iron ore, led to a certain amount of direct 
investment by the industrialists of each within the terri¬ 
tories of the other. The French iron industry acquired 
ownershi}) of coal ])roj)erties and some factories in Ger¬ 
many. Fi*ench commerce established branch offices. French¬ 
men retained much property in Alsacc-Tmrraine.“ 

The German dye, chemical, and electrical industries set 
up brancli factories or distributing plants in France. The 
German metallurgists and colliery owners acquired ore 
])ro])erties in the Meurthe and Moselle Basin, and in Nor¬ 
mandy. Germany furnished half of the coke used by blast 
furnaces nl Longwy-Briey and Nancy in France, while 
France shipped iron ore to the Westphalian iron and steel 
])lants.^ Therefore, an entente was arranged between 
French and German steel plants by which the French took 
financial participation in the German enterprise (Roech- 
ling) and obtained re])resentation in the management. In 
return the German plants were given a share in ITench 
iron properties (the Acieries de Longwy, at Vallcroy) and 
financial [larticipation in the company exploiting them. 
Thyssen owned two unexploited fields in the same basin 
and small properties elsewhere. But when he sought to 
extend this ownership in Normandy, to build a coking 
plant and foundry and run a railroad between mine ami 
plant, o})position within Ih’ance compelled him to accejit 
a minority position in the venture; in return he was 
granted an o[)tion upon 4?0 per cent of the mineral prod¬ 
uct. All this German investment was, in the jingo press, 
denounced as a destructive and s])y organization. It was 
attacked with excitement in every crisis in French-German 
relations. 

2 F. Eccard, Diens et Int^rHs Fraru^ais Pti Allemaqne (Paris, 1917). 

3M. Vigne, “Le Bassin de Briey,” Revue d’^conomie Politique, 
January-February, 1913; “Les Participations Fran^ais dans les Mines 
en Allemagne,” L’Inf or mat ion, January 8, 1913. 
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In Algeria and Morocco, too, the German steel industry 
sought ore supplies by capital investment. The course of 
events in Morocco is related elsewhere. In Algeria the ore 
sought was located in the interior at L’Ouenza. Its utiliza¬ 
tion required the construction of a railroad of 240 kilo¬ 
meters to the port of Bone. The Algerian administration 
entered into agreements for the construction of this road 
with the International (Consortium (French, German, and 
English) which had a concession for mining the ore, the 
Societe des Mines de I^’Ouenza. In this consortium the 
armament makers of all three countries were combined. 
The project was defeated, April, 1910, in the Chamber of 
Deputies, in a debate in which the German participation 
in the consortium was much emphasized. The Socialist 
party, disliking the combination of armament interests, 
also shared in the vote against the project. Out of the 
eighteen directors of the road, eleven were to have been 
French, as well as all the higher personnel. 

There can be little doubt that French public invest¬ 
ment in (Terman securities would have grown if they had 
been admitted to trading on the Paris Bourse. But the 
official though tacit ban applied after 1870 was never 
lifted. During that period when the Fasboda incident 
brought France near to Germany, a few German indus¬ 
trial securities were admitted to the Bourse, as, for ex¬ 
ample, the shares of the Goerz Company; but that period 
was brief. 

Several times this official ban was brought into question 
when plans of French-German financial cooperation were 
considered as a way of easing political differences between 
the two countries. But these j)lans faded out and the ban 
remained. Certain French statesmen, notably Rouvier, up 
to September, 1905, and later Caillaux, favored such co¬ 
operation in the hope of bringing about a French-German 

^Le Marche Financier, 1909-10, p. 857; P. Albin, Le Coup Agadir 
(Paris, 1912), pp. 129 et seq,; Revue Politique et Parlementaire, Sep¬ 
tember, 1908, p. 624. 
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rapprochement, but this ^‘financial pacifism,” as it was 
called, was blocked by contrary opinion and events. The 
idea of collaboration between the financial enterprise of 
the two countries was put forward most seriously in the 
course of controversy over Morocco, and was arranged for 
in the accord of 1909. The German Government was ready 
to beheve that this accord would broaden in significance 
and prepare the way for the introduction of German se¬ 
curities on the Paris Exchange. A few French banking 
houses were ready to give their friendly support, espe¬ 
cially the Banque Imperiale Ottomane and the Banque 
de Paris et Pays Bas, which wished to share in the German 
development in Turkey, But the main industrial and com¬ 
mercial groups fought the notion of collaboration and the 
admission of Grerman securities with all their influence/ 
The accord collapsed, leaving only hard feeling behind it, 
and with it collapsed the possibility that German securities 
would be admitted to the Paris Bourse. When in 1911 the 
head of the Deutsche Bank, Von Gwinner, and the German 
Secretary of Foreign Affairs, proposed to the French 
Government that the privilege of official listing be granted 
in return for a free hand in Morocco, the proposal was not 
even discussed.'* Tlie lines of opposition were drawn too 
fast to hope for any useful consequence. In the state of 
feeling that existed financial intercourse, like all other 
intercourse between the two countries, would have ended 
only in resentment. The French policy must be regarded 
as merely one phase of the armed truce that prevailed. The 

® Bulletin d€ la F^d^ration det Jnduetriels et Commer^ants Fran^ais, 
June, 1909, and October, 1911. 

«J. Caillaux, Agadir (Paris, 1919); ibid,, Mes Prisons (Paris, 1921), 
p. 12. The author declares that the Dresdner Bank bought an interest in 
the Figaro, which urged editorially (September, 1911) that German 
securities be admitted to the Bourse. An indication of how complete the 
French tried to make the embargo is given by the fact that during 1913, 
when the Sextuple Group loan to China was being negotiated, France 
opposed the issue of bonds that could be sold freely on all markets lest 
Germany sell its portion in Paris later. Foreign Relations of the United 
States, 1913, pp. 149-150. 
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ban itself emphasized the existing antagonimi a A made 
it more evident; but France chose not to risk having the 
force of loaned capital turned upon herself. 


AUSTRIA-HUNGARY : THE ENDING OF A FINANCIAL 
FRIENDSHIP 

Financial relations between France and Austria-Hun¬ 
gary changed significantly as Europe formed into two 
antagonistic groups. French capital, before and after 
1870, financed the construction of two of the most im¬ 
portant railroads in the Dual Monarcliy, the Southern 
Railroad (Lombard), and tlie State Railroad. The securi¬ 
ties of these roads were listed on the Paris Bourse. A 
Council of Administration representing the French in¬ 
terest met in Paris, and French investment therein re¬ 
mained substantial despite unsatisfactory treatment by 
the Austro-Hungarian Government. It was chiefly in the 
Dual IVfonarchv that the ill-fated Banque de JiVon et 
Loire and li’Union Generale carried out their work of 
])henomenal exfiansion, financing governments, banks, 
railways, port construction, till they failed in 1882. L^p 
to 1890 Paris was a large purchaser of Austrian govern¬ 
ment securities, and the largest ])urchaser of Hungarian 
government securities. George Raphael Levy estimated 
that in the nineties the French investment stood at two 
billion francs.That the gradual intensification of antipa¬ 
thy did not lead Frenchmen to disjiose entirely of their 
holdings was shown in the post-war discussions of Austrian 
and Hungarian debt. Of the securities admitted under the 
Innsbruck Convention (Austrian and Hungarian govern¬ 
ment bonds and those of the State Railway Company), 
French investors were found to possess 35 millions of 
pounds sterling, German 27.6 millions of pounds, and 

7 G. R. Levy, “X.es Capitaux Fran^ais k L’^tranger,” Revue deg Deux 
Mondes, March 15, 1897. 
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liritisli 6.8 millions of pounds/ French-Austrian banking 
connections remained friendly. The Rothschild house in 
Paris worked intimately with the Austrian Rothschild. 
Tlie k'rench retained an interest in the important Austrian 
Landerl)ank 5 and with it and through its subsidiaries 
cotipcrated in the financing of Balkan governments and 
railways. They retained an interest in the Austrian and 
Hungarian IVIortgage Banks. The Societe Genei*ale et 
Cornptoir Nationale D’Kscornpte drew some of their 
liigher officials from Austrian banking circles. ' 

But as continental alliances became fixed and French 
opinions came to regard Austrian policy as subordinated 
to German, as the tension between Austria and Russia 
grew acute, this financial cooperation fell under suspicion 
in France. Austrian securities were tacitly refused admis¬ 
sion to the Paris Bourse. The ban was applied with a few 
exceptions to both industrial and government securities 
despite the pressure of interested banks.At various times 
the government of the Dual Monarchy, like tlie German 
(jovernment, sought to regain access. The matter was 
broached in connection with many of the di|)lomatic situa¬ 
tions ]n wliich tlie interests of the two countries touched. 
As early as 1905-6 a dis[)osition was indicated to make 
concessions for the privilege of borrowing in France. 
During the Moroccan crisis of that jieriod, Von Aehren- 
tiial, tlie Austro-Hungarian Foreign Minister, for this 
reason, shifted back and forth endeavoring to convince 
1^ ranee of the Austro-Hungarian independence of Ger¬ 
many, and yet keep Germany reassured of his sujiport. 

8 Report of Council of Foreign Bondholders, 1925, p. 80. The total 
French investment in Austria-Hungary was greatly in excess of this. 
One estimate of the Association Nationale des Porteurs Fran^ais puts 
it as high as 6.5 billion francs. 

»For a detailed account of French-Austrian financial connections, see 
the M(^moire” by N. L. Raffalovitch, the secret agent of the Russian Fi¬ 
nance Ministry at Paris, Livre Noir, II, 262 et seq. 

In 1912 Poincar^, having refused listing to Hungarian government 
bonds, gave his sanction to small issues of the Credit Foncier Autri- 
chien. 
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The French market was held open to Hungarian securi¬ 
ties after it had been closed to Austrian issues. French 
opinion was traditionally favorable to Ma^'var aims. For 
a long y)eriod it appears to have thought possible a dis¬ 
solution of the Dual Monarchy. But after the Bosnian 
crisis of 1908-9, Hungarian government securities came 
under the ban. Even toward industrial and j)ublic utility 
securities it tended to ap])ly. Russian opposition to their 
admission became firm and permanent. The French posi¬ 
tion became clear when Hungary, negotiating through 
Rothschilds, tried to use its former privilege of borrowing 
in Paris, in 1909, not long after the annexation of Bosnia 
and Herzegovina. Though Hungary asserted that the loan 
was to be used for other purposes, French and Russian 
opinion held that it would serve to pay off treasury bonds 
to defray expenses in the newly annexed provinces, and to 
strengthen military forces and fortifications. The opinion 
was correct.Russia and the smaller Slav states immedi¬ 
ately manifested op])osition. Furthermore, French fi¬ 
nancial circles were incensed at the treatment received and 
losses sustained by the French bondholders of the South 
Austrian Railway.The French Government appears to 
have asked as a condition of listing various minor economic 
concessions and guarantees that the loan funds would be 
used only for ])acific [)urposes.^^ Intrigue, the ways of 
which have not been too clearly revealed, attended the dis¬ 
cussions. According to M. (h-ozier, then French Ambas- 

1910 budget contained items of S39 thousand pounds for ex- 
penditure.s in tlie provinces, and 13.5 million pounds for army expendi¬ 
ture—an increase of 875 thousand jKuindb as ccmipared with the 
precedinp^ year, also 2.() million pounds for naval expenditure. See 
analysis, “The Finances of Austria-Hungary,” Cireat Britain. Diplo¬ 
matic and Consular Report No. IfSS? (Cd. 444(>-191, 1908~9). 

12 P. Leroy-Beaulieu, C.conomL^te Fram^au^e, August 13, 1910, pp. 
234f-235; IjC Marche Financier, 190^-10, p. 8,3. French capital had par¬ 
ticipated largely in the financing of these railways by bond purchases. 
The French bondholders attributed their difficulties to the establishment 
of a competing line by the Austrian Government. 

I'i Leroy-Beaulieu, ibid., and France, Commission du Budget, Affaires 
^trnng^res, Exercice, 1910, pp. 33-34. 
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sador to Vienna, the consent of the French Government 
was at one moment obtained; but in tlie final outcome the 
conditions proposed by the French Government were re¬ 
fused/^ Terms, albeit poorer in their financial aspects than 
those obtainable in France, were arranged witli a German 
and Austrian syndicate. The incident emphasized the an¬ 
tagonism between the continental alliances. Herr Kinder- 
len-\Yaechter, German Secretary of State for Foreign 
Affairs, publicly declared at the time: ^‘The lesson shall 
not be lost. The conclusion of the loan will strengthen 
further the bonds which unite Germany and Austria- 
Hungary and mark the success of the countries that the 
French financial market wished to injure.”^® 

In 1911 the French bankers headed by the Credit Lyon¬ 
nais distributed in Paris a bond issue of the City of Buda- 
})est, asking no official listing. The Russian Government 
was roused, though admitting that its French ally had no 
legal power to prevent the transaction. The Russian Min¬ 
ister at Paris, Isvolsky, stated fully the views of his gov¬ 
ernment. 

I have had recently to call the attention of the FrcncJi 
Government repeatedly to the serious injury that certain 
financial enterprises undertaken by the French banks might 
cause to tlie essential Russian interest. Because of its enor¬ 
mous extension and its geographic peculiarities Russia is 
vulnerable on all parts of its periphery and cannot be equally 
strong on all fronts. . . . 

The Ambassador continued: 

It seems to me that the question of loans and of financial 
undertakings is precisely one wherein the unity of the major 
political interest of Russia and France should show itself 
most clearly. We must follow with an extremely vigilant eye 
French financial projects, and when these menace our in- 

P. Crozier, “I/Autriche et L’Avant-Guerre,” Revue de France, 
June 1, 1921, p. 607. 

15 R. Recouly, Revue Politique et Parlementaire, October, 1910. 
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terest, exercise strong enough pressure on the French Gov¬ 
ernment to check thern.^® 

Despite all official assurance Russia remained anxious, 
fearful of the influence of financial circles upon the deci¬ 
sions of the French Government. Rut French official 
opinion was in accord with that of M. Isvolsky as shown 
in episodes arising thereafter. So were industrial circles 
with the possible exception of a few large groups having 
international connections.^^ 

In November 1911, Count Von Aelirenthal, Foreign 
Secretary for Austria-Hungary, while discussing the 
question of adhesion to the Franco-German accord re¬ 
garding Morocco, stated that this friendly action, taken 
without material compensation, ought to be reciprocated.^® 
Shortly thereafter he made it clear that the form of 
reciprocation most desired was permission to borrow in 
Paris. The political relations between the two countries 
being excellent, he argued, economic coiiperation should 
be encouraged also. He mentioned Morocco and the Orient 
as fields in whicli Austro-Hungarian political assistance 
might be extended. A vista of even further concession was 
vaguely painted. ^‘We expect,” the imperial official wrote, 
^‘to ask for the good-will of the French Government in the 
interest of Austrian and Hungarian finances. We shall 
clioose for this demand a moment when the international 
political situation is favorable to transactions of the 
kind.’”^ Von Aehrenthal consulted with the Hungarian 
Minister of Finance as to the form and substance of the 
favor to be asked. It was decided that the French Govern¬ 
ment be asked merely for a secret declaration that if the 
Imperial Government should seek to borrow in Paris dur- 

16 fAvre Noir, I, 90-93. 

17 See, e.g., article in the Bulletin des Industriels et Commergants, 
June, 1909, for the point of view of industrial circles. 

isCrozier, op. cit., p. 616; Documents Diplomatiques Frangais, 1871- 
1914, 3d ser., Vol. I, No. 10. 

19 Documents Diplomatiques Frangais, 1871-1914, 8d ser., Vol. I, Nos. 
152, 168. 
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llie next three years up to a billion crowns—lialf for 
Austria and half for Hungary—that the French Govern¬ 
ment would ])lace no obstacle in the way ot the transac¬ 
tion."^’ 

IVI. Crozier, French Ambassador in Vienna, urged tliat 
the occasion be seized to weaken the Aiistro-Hung’arian 
Alliance with Germany. In the sketdi of liis hoj)es, Aus¬ 
tria-Hungary was to give a promise tliat she would not 
su])|)ort (iermanv in aggressive war, and France was to 
act to bring Austria-Hungary and Russia closer together. 
At the time it was widely believed that Caillaux was syin- 
j)athetic to the arrangement for admitting Austrian loans 
with some such general purpose.”^ But the official docu¬ 
ments indicate the contrary; Caillaux rebuffed the ad¬ 
vance."' Fires of criticism had previously been lit in ])rcss 
and Parliament by the flying sparks of rumor.When 
Poincare succeeded Caillaux into power, he repeated the 
refusal and gave the Russian Government assurance that 
it would be maintained."^ Upon Crozier’s interest, upon 
his ex])rcssion of hope of a reconciliation between Austria- 
Hungary and the French-Russian allies, Poincare casts a 
peculiar light, ‘‘The exce[)tional interest that our Ambas¬ 
sador sliowed in the financial relations of France and the 
Monarchy decided the government to replace him by a 
less fantastic diplomat and to ask M. Klotz to have a di¬ 
rector’s post reserved for him in a bank.”"^ 

osterrf'ich-Vnffnmn Aussenpolitik, Vol. Ill, Nos. 2877, 2885, 2902, 
2937, 294-2. 

Crozier, op. cit., p. 616; H. Poincar6, Au Service de la France, I, 

244. 

-2 The Forcip^n Minister, De Selves, seems to have managed to give 
the impression to the Austro-Hungarian Government that he personally 
was favorable to the plan, while indicating to the Serbian Government 
that be opposed it. Compare Osterreich-Ungarns Aussenpolitik, Vol. Ill, 
Nos. 3050, 3080, and M. Boghitschevitsch, hie Auswdrtige Politik 
Serhiens, 190S-1914, No. 1621. 

23 jy^bats Pari. Chambre de D^put^s, December 19, 1911. 

2* Documents Diplomatiques Pran^ais, 1871-1914, 3d ser., Vol. I, Nos. 
329, 371, 382, 425. 

25 Poincar(5, op. cit., p. 268. Crozier became a director of the Soci<^t^ 
G6n6rale and of the Austrian Agrarian Bank. 
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French refusal caused einbarrassniciit in A’ienua. 
Austria-Hun/^ary was forced to issue treasui*y bonds fo] 
military expenses and resort even to tlie cosily New York 
market to disj)ose of some."'' Tlioui^^li the Imjarial (t(o 
eminent resented tlie refusal, the stimulus of further need 
made steadily more acute by the ^nn\th of military ex¬ 
penditure, led it again to risk refusal in The 

outlay for military preparation had increased over 40 per 
cent in five years. A favorable ojiportunity seemed to pre¬ 
sent itself in connection with a [)lan of internationalizing 
the Balkan railways as a means of ending the strife of 
which they wen^ the subject. The Dual Monarchy showed 
itself willing to admit French cajiital to almost controlling 
ownershi]) in the international system which was to com¬ 
prehend lines in Serbia, (ireece, and those of the Oriental 
railways, the shares of which were then in the hands of 
the Austrian banks. It accepted the idea that the ])resi- 
dent of the managing company should be French. M. Pi- 
chon, the Secretary of Foreign Affairs, apjiears to have 
been well disposed to the plan of internationalization, to 
have at least lent ear to the arguments of the French fi¬ 
nanciers that the arrangement should be a ])relude to a 
detente in the Balkans.'” The financial groups in charge 
of the negotiations were led by Count Vitali and Herr 
Sieghart, Governor-Cieneral of the Austrian Boden- 
Kreditanstalt, in Avhich the Banque de Paris et Pays Bas 
had an interest; included in it also were M. Doumer, for¬ 
mer French Minister of Finance. Through these the Aus- 
tro-Hungarian Government hoped to regain access to the 
Paris market.'-' 

Le Marche Financier, 1912-13, pj). 604^605; Osterreich-Ungams 
Ans.'^enyoUtik, Vol. V, No. 47G3. 

27 The army estimates had by 1913 mounted to 18.9 million pounds, 
the naval estimates to 5.9 million pounds. “The Finances of Austria- 
Hungary, 1913,” Great Britain. Diplomatic and Consular Report No. 
5S21 (Cd. 7048-47, 1913). 

2f^J>ie Crosse Folitik, Vol. XXXVII, No. 15126, footnote 15130, foot¬ 
note 15131. 

Jhid., No. 15140. It tried to connect the discussions at one point 
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So strong was the wish to obtain its aim that the Aus¬ 
tro-Hungarian Government made concessions that would 
have weakened its former Balkan policy. So strong it was 
that the government withstood, throughout a tense argu¬ 
ment, tlie demand of the German Government that Ger¬ 
man interests in the Turkish railways be safeguarded by 
excluding from the scheme the eastern lines of the Oriental 
railways—^those connecting with the Anatolian railway 
and remaining in Turkish territory.^^ The German banks, 
supjmrted by their government, wished to repurchase the 
shares that would give control of these lines; or, failing 
that, they asked that the lines be kept in Austro-Hun¬ 
garian ownership and that they be given representation on 
the directing board. From the shifting arguments put 
forward by the Austro-Hungarian Foreign Office, it does 
not appear clearly whether the French group and gov¬ 
ernment had been promised a share in the eastern lines. 
The Austro-Hungarian Government denied it in Feb¬ 
ruary, 1914, yet showed itself resistant to German 
requests, and fearful of losing French favor. A compro¬ 
mise was being arranged when the general plan of inter¬ 
nationalization began to sag toward failure. 

As related elsewhere, the causes of the failure were 
complex and numerous. It remains doubtful whether the 
1 rench Go\ernment would have reversed its policy toward 
Austrian and Hungarian loans, even though the plan had 
been matured. On that point the whole affair was probably 
little more than a trial of wits, in which Austria-Hungary 
tried to find a way out of its controversy with Serbia and 
to borrow in France without any basic shift in policy. The 
French and Russian Government demands, in the last in¬ 
stance, would probably liave cut deeper into the Austro- 

with the question of admission to listing of the bonds of the Metropoli¬ 
tan Street Railway of Vienna, but the French Government ignored the 
approach. Livre Noir, II, 216. 

Die Orosse Politik, Vol. XXXVII, Nos. 16132, 15133, 15135 15137 
16140 contain the gist of the discussions. * * 
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Hungarian position than tlu'se preliminary negotiations 
reveal. The French market remained closed, a standing 
mark of the opposition soon to be stirred to war. Austro- 
Hungarian financial necessities remained embarrassing. 



CHAPTER IX 


THE FINANCING OF IMPERIAL RUSSIA 


THE LARGEST BORROWER IN EUROPE 


R ussia was the largest borrowing country of 
pre-war Europe, and the greatest undeveloped re¬ 
gion. Its own people, gifted in so many directions, 
showed only small capacity for modern industrial activity, 
and the energies of its absolute government were all too 
much absorbed in court intrigue and military ambition. 
The system of taxation was ineflFective. The available 
domestic capital was insufficient for the introduction of 
modern industry, for public works, or for the needs of a 
government budget that bore the cost of large military 
forces and a program of railroad construction over im¬ 
mense areas. Russia turned to foreign ca])ital. 

The investment of foreign cajutal in Russia rose 
steadily from 1870 to 1914. From 1893 to 1912, taking 
the ordinary and extraordinary budgets together, the 
Russian Treasury had an almost uninterrupted deficit. 
The directly incurred debt of the Russian Government 
mounted as follows 


Year 
1895 
1899 
1904 
1909 
1914 


A mount 

of rubles) 
5,775 
0,122 
0,081 
8,850 
8,811 


Per cent 

held by foreigners 
30 
37 
40 
40 
48 


In 1914, in addition, foreign investors held 870 millions 
of rubles of other securities bearing the government guar¬ 
anty, 422 millions of rubles of Russian municipal loans. 

1 L. Pasvolsky and H. G. Moulton, Russinn Debts and Reconstruction 
(New York, 1924), pp. 17-21. This is somewhat lower than most esti¬ 
mates—compare I.. Martin, Rcxoie Politique et Parlementaire, February, 
1921. 
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Still it is to be observed that between 1909 and 1914 Rus¬ 
sian public credit improved along with Russian production 
and trade. The direct government obligations were selling 
in 1914 to yield little in excess of that of (jerman gov¬ 
ernment securities. The service of these direct obligations 
in 1913-14 made up about 13.7 per cent of tlie ordinary 
public expenditure; the total government debt, foreign 
and domestic, required about 21 per cent."^ But these fig¬ 
ures minimize the burden. For the revenue-collecting 
power of the government remained small and handicapped. 
Direct taxes yielded little. More than half the total reve¬ 
nue was derived from the sale of alcohol and the revenues 
of the railways (which, however, required a larger current 
expenditure than the revenues they brought). From the 
other economic activities of the country, not much was 
secured for the government purse. Of the total govern¬ 
ment borrowing more than a third was incurred for rail¬ 
road construction. But according to Count Witte, about 
37 per cent of the railways constructed had been built 
primarily for political and military reasons, not economic. 
Of the direct government debt owned abroad in 1914, 80 
per cent was held in France, 14 per cent in Great Britain. 

The sum of foreign capital invested in private enter¬ 
prise exceeded two billions of rubles—par value. The 
French were the largest investors in private enterprise, as 
well as the freest lenders to the government. They owned 
about one-third of the investment, the British slightly less 
than one-quarter, the Germans about one-fifth.^ Such were 
the sums of foreign capital which came to finance the Rus¬ 
sian Government and to build Russian industry. This 

2 See P. N. Apostol’s study entitled “Credit Operations” in volume 
entitled Russian Public Finance During the War (New Haven, 1928). 

8 L. J. Lewery, Foreign Capital Investments in Russian Industries 
and Commerce (United States Bureau of Foreign and Domestic Com¬ 
merce, Miscellaneous Series, No. 124, Washington, 1923), p. 6. These 
figures are only rough approximations because of the complex difficul¬ 
ties of evaluation. They are derived from original data collected by the 
Russian Commissariat of Finance, Institute of Economic Research. The 
totals given do not include investment in railways. 
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mnveinent of capital was influenced and guided not only 
by pecuniary calculation, by economic plans, but by the 
stir of political arrangements. No capital movement was 
more important in shaping the destinies of the continent. 

FRENCH CAPITAL SERVES THE ALLIANCE 

Ni:iGHnoRiNG Germany up to 1886—87 was a large sub- 
scnber to Russian loans. German capital had been drawn 
into Russia b}^ the friendliness of the monarclis, and the 
attraction to German technical and financial competence 
of Russia’s resources and markets. Its free movement was 
interrupted by an action of Chancellor Bismarck in 1887. 
Up to almost the year it was taken, the Chancellor had 
regarded with satisfaction the Russian drafts upon Ger¬ 
many’s increasing capital strength. In 1884 he even per¬ 
mitted the Seehandlung, the Prussian state bank, to re¬ 
ceive subscriptions for a large Russian loan, so that its 
success might be assured by this sign of official favor. 

Shortly after, however, Germany began to draw liack 
from further conimitnienls. Within (icrnian financial 
circles doubts vsere entertained as to Russia’s solvency. 
Parly in 1886 Russia’s negotiations with the Diskonto- 
Gesellschaft, Rothschild, and other German bankers for 
tlie conversion of larij^c amounts of government and rail- 
way debt failed. The failure was repeated later in the 
year wlien a new loan was sought. In Janiiarv, 1887, 
Chancellor Bismarck emphasized the fact that Germany 
had already absorbed 1,200 million rubles of Russian 
securities while British investors were sellinn' them. The 
manner of statement was taken to be a warning against 
further German investment. Various economic and po¬ 
litical matters at issue between the two countries created 
an atmosphere of nervous sharpness and suspicion. Rus¬ 
sia had passed a decree jirohibiting alien ownership of 
landed pro{)erty near its western frontier, and the employ¬ 
ment of aliens as estate managers in these regions; this 
affected German interests adversely. The two governments 
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were in dispute over tariff matters. Discussions regarding 
the renewal of the Dreikaiserhund did not progress and 
the renewal of the Triple Alliance made Russia suspi¬ 
cious.'^ The Russian ])ress was showing hostility to Austria 
and Bulgaria. Out of this swirl of ill-feeling a press cam¬ 
paign arose in Germany urging the sale of Russian se¬ 
curities. If Bismarck did nothing to stimulate this cam- 
j)aign, which is doubtful, he certainly did nothing to check 
it.'’ Idle campaign took effect and Russian securities fell 
seriously in value, but Russia did not yield to the |)ressurc. 

In November, 1887, Bismarck made 1lie final irritated 
in()\'e, and instructed the Reiebsbank to i-eliise to accept 
Russian bonds as collateral security for loans, and to in¬ 
form its customers that Russian credit was not sound." 
SimultaneouslV, the press campaign increased its in¬ 
tensity, Whether mistrust, wrath, or overconfidence, or 
all three, dictated this overt action, it is imjiossible to be 
sure.' That Bismarck did not want to alienate Russia per¬ 
manently is shown by the pains he had taken during the 
year to satisfy Russian com|)laints against Austria, and 
ihe concessions hi' made in the di*afting of tlie Reinsui'ance 
d'reaty signed with Russia in June, 1887. Probablv the 
action would never have been taken if Bismarck had not 
mistakenly believed that Russia’s financial dc‘[)endence on 
(lermany would cause her to show herself more com[)liant 

4 Among the incidents contributing to the suspicion was the publica¬ 
tion of a forged letter of Bismarck promising support against Russia 
to Ferdinand if he lU’cepted the throne of Bulgaria. 

^Oeschichte der Frankfurter Zeitumj (Frankfurt, 1911), pp. 584 et 
seq. 

^ Die Orosse Politik, Vol. V, No. 1142. As J. Viner, ““International 
Finance and Balance of Power Diplomacy, 1890-1914,” Southwestern 
Political and Soricil Scierice Quarterly, March, 1929, p. 3, points out, the 
direct financial effects of this action were small. The importance was 
in the emphatic indication of an official veto on Russian loans. It was 
accompanied by decisions of the German courts declaring Russian se¬ 
curities ineligible for trust funds in Germany; Economist, July 16, 1887 
p. 911. 

T Die Grosse Politik, Vol. V, No. 1140. None of the published docu¬ 
ments furnish an adequate account of Bismarck’s reasoning. 
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to German wislies. It was a maneuver intended to weaken 
Russian credit, to remind her of German strength. That 
it should have been used by a diplomat of Bismarck’s 
astuteness remains a puzzling matter despite the opening 
of the archives. For it failed completely of effect, and the 
danger of which Bismarck was acutely aware that Rus¬ 
sia transfer its allegiance to France—soon became reality. 
Russia found the means of meeting its emergency needs 
in France. During 1888 Bismarck struck out at Russia 
and began to talk of the necessity of defense on two sides.® 
Bismarck’s emphatic gesture became a milestone for great 
events. In 1893 the (Jerman Ambassador at St. Petersburg 
reported that De Giers, the Russian Foreign Minister, 
said to him: ‘‘Bismarck drove us into the arms of France, 
especially tlirougfi his financial measures. How was it pos¬ 
sible to exclude Russian securities from the Reichsbaiik 
just a few days before the arrival of the Czar?”’’ Though 
this statement may be regarded as deliberate overem¬ 
phasis, it is undoubtedly true that the shift of Russian 
financial connections became a vital element in the making 
of new alliances that was to follow. A page had been flung 
back in mistrust or anger. Bismarck and his successors 
could never again lind the same ])lace in the story. 

In France, Russian borrowing found scope and en¬ 
couragement. Discussions alxuit new loans alternated witli, 
became an essential part of, discussions regarding political 
alliance. It was no easy task for these two countries to 
find and define a jointly acceptable basis for alliance; in 
])articiilar it was no easy task to overcome the Czar’s dis 
like for the democratic, anticlerical French state, and 
his discomfort over separation from the im})erial dynasties 
of Germany and Austria. But stage by stage Russian 
policy was influenced in that direction. Probably among 
the attractions offered to the Czar by this new policy was 
the opportunity to complete the Trans-Siberian Railway, 

s P. Albin, L(i Paix Armine (Paris, 1913), pp. 255 ct seq. 

•* lUe (7ro}<se Politik, Vol, VII, No. 165.5. 
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and tlie satisfaction of showing Russia to be capable of 
standing up to Germany. 

It is clear that negotiations for borrowing in France 
were already under way before Bismarck's declaration. 
The financial agent of the Russian Government in Faris 
at the time, Dc Cyon, relates that even prior to it he was 
cultivating connections and formulating jilans to make 
Paris the main market for Russian securities, and that 
French banks, including Rothschild, had indicated their 
willingness to cooperate.^*' A minor conversion loan had 
been carried through successfully and official listing had 
been granted to the Russian loans of 1867 and 1869. After 
Bismarck’s declaration a syndicate was organized in Paris 
to support Russian securities and to undertake the flota¬ 
tion of Russian loans. It liad the favoring support of the 
French Government. Speedily thereafter Russian borrow¬ 
ing assumed large dimensions. Within ten years the 
French came to possess Russian government and indus¬ 
trial securities in excess of three billions of rubles. 

These were the years in which the Alliance was elabo¬ 
rated. As early as 1887 the French Government had be¬ 
gun to indicate its desire for an alliance and to make clear 
that assurance of continued ])olitical friendship was desir¬ 
able if Russia was to benefit greatly from French financial 
aid.^^ The idea of an alliance received clear utterance in 
August, 1890, in which year Germany had refused to re¬ 
new its ^‘re-insurance” treaty with Russia, since it did not 
wish to support Russian aims in the Near East, and re¬ 
garded the treaty as incompatible with its obligations to 
its other allies. In August, 1891, a general and rather 

10 E. De Cyon, Histoire de VEntenIe Vranco-Husse (3d ed., Paris, 
1896), p. 237. This narrative account by the Russian agent contains 
many details that cannot be corroborated. It is disorderly, packed by 
hatreds, and makes inordinate claims for the author. De Cyon, p. 238, 
claims to have been the moving spirit in these arrangements. Other au¬ 
thors ascribe the initiative to the banking firm of Huskier, e.g., G. 
Michon, 1/Alliance Franco-Rnsse (Paris, 1927), p. 3. But this De Cyon, 
with deprecatory comments, denies. 

Michon, loc. cit. 
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vague understanding was negotiated between the two gov¬ 
ernments. But earlier in that year, while the Czar was 
still holding back his final approval of this step, Russian 
plans for borrowing in Paris were badly upset. 

A large Russian loan had been arranged with a syn¬ 
dicate headed by the Rothschilds, who had handled much 
of the previous borrowing. This firm, on short notice, 
withdrew from the arrangements, explaining its action by 
the persecution of the Jews within Russia. The loan could 
not be carried through. By various authorities this action 
has been construed to be an ‘‘ill-concealed” pretext to 
force the Russian Government to sign the desired under¬ 
standing.^^ So it was construed at the time by the Russian 
and German governments.^* Certainly, too, the Russian 
Treasury was seriously embarrassed and made excited 
efforts to meet their needs by other arrangements. But 
there is no evidence to prove that the Rothschilds acted on 
the instructions of the French Government, rather than on 
their own initiative; the evidence tends to run the other 
way.^‘ 

The Credit Lyonnais, with the consent of the French 
Government, undertook the loan later in the year. There¬ 
after that establishment became the chief financial coun¬ 
selor and distributing agent of Russian loans in France. 
Unsure of the success of this new syndicate, the Russian 
Government asked the French Minister to permit the 
Credit Foncier, an institution under official direction, to 
participate. With reluctance the necessary authority was 
granted.^® The loan was issued in October, 1891. The Ger¬ 
man Government had discouraged German participation. 
Despite an initial oversubscription, its value began to de- 

12 E.g., W. L. Langer, “The Franco-Russian Alliance,” Slavonic He- 
view, III, 566-670. 

18 Ibid., IV, 86. 14 Viner, op, cit., p. 6. 

15 Michon, op. cit,, p. 26. 

i« E. Daudet, Histoire Diplomatique de VAlliance Franco-Russe, 1873- 
1803 (3d ed., Paris, 1894), pp. 262 et seq. 
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dine. The Russian Treasury had to organize a syndicate 
to support it by repurchase of the undigested supply.’' 

A keen awareness of financial need and financial de¬ 
pendence, strikingly displayed in this episode, must have 
been among the influences which led the Czar to accept tlie 
understanding in August, 1891.^® But strong circum¬ 
stances of a political nature were also drawing the two 
countries together. They had reason to suppose that Great 
Britain had joined the Triple Alliance and that Germany 
had become a party to British arrangements for main¬ 
taining the status quo throughout the Mediterranean 
area.’^ France and Russia both felt isolated by these ar¬ 
rangements, and each entertained wishes to disturb the 
distribution of power along the Mediterranean. This first 
vague Franco-Russian understanding was given precision 
by the signature of a military convention in 189^2 which 
was finally ratified by Russia in 1893. French skill in al¬ 
laying the mistrust of the Czar and manipulation of the 
inducements proved effective. 

Throughout the period of the alliance the sale of Rus¬ 
sian securities was aided by government favor which found 
a response in the concerted and widespread efforts of the 
banks. At the outbreak of the war, French investors held 
between eleven and twelve billion francs of Russian securi¬ 
ties of which over nine billion were direct or indirect 
obligations of the Russian Government; 52 loans of this 
character were admitted to official quotation. No securities. 

Die Orosse Politik, Vol. VII, No. 1516; Report of M. Margaine, 
Rapport 8ur le Livre Jaune Relatif a VAlliance Franco-Russe (Chambre 
de D^put^s, Document No. 6036, 1919), p. 17. 

18 Danger, op. cit., p. 170, states that the French Government “had 
made it obvious that a loan could only be had in return for an alliance.” 
After the signature of the military convention in 1893 the German Am¬ 
bassador in Paris expressed the judgment that financial reasons were 
a factor of some importance in Russian action but not the leading one. 
Die Orosse Politik, Vol. VIT, No. 1533. 

19 Danger, op. cit., p. 169, and his later, more complete study, The 
Franco-Russian Alliance, 1S90-1894 (Cambridge, 1929) ; See also Docu¬ 
ments Diplomatique8. Alliance Franco-Russe (1918), p. 4, and the 
report of Margaine, op. cit. 
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except the French rentes^ were more widely owned by 
j)cople of small savings—clerks, shopkeepers, industrial 
workers, peasants. The Property Office (L’Office des biens 
et interets prives) established by the French Government 
after the war received 1,600,000 individual declarations 
from owners of Russian securities. The forces of patriotic 
feeling, of government persuasion, and of banking effort, 
did their work thoroughly. Step by step the French Gov¬ 
ernment was led by the turns and developments of its 
political situation and of the alliance. The banks, called 
in repeatedly to aid, undertook the assignment not unwill¬ 
ingly. Many of these Russian loans brought unusually 
large commissions, and the placement was easy and soon 
accomplished. Resides, they and their clients gradually 
acquired ownership of Russian resources and enterprises 
which needed government orders to prosper. Toward the 
end the large volume of Russian securities already pos¬ 
sessed by their depositors would have compelled them to 
su])])ort Russian credit, even though they might have 
wished to curtail new loans. The Russian Government 
fought doubts and criticism by argument, by publicity, by 
decorations, and by bribery of virtually all the Paris 
press.In over a hundred banks, the Russian Government 
and its Imperial Bank kept large sums on deposit (over 
700 million rubles, June 11, 1913), whenever its resources 
permitted—sums which drew but 2 to 3 ])er cent interest; 
more than half of these were left in the French banks. 

The loans of the early period were issued at an average 
effective interest rate of little over 4 per cent; for the 
loans of the later years, especially after 1904, the effective 
interest well exceeded 5 per cent but in the interval the 
yield of most bonds underwent a corresponding change. 

Each Russian entry into the Paris market was preceded 
by discussions between the two governments which touched 
upon the uses of their funds and many aspects of their 

20 See documents published in L^HumaniU, December, 1923-March 
1924. 
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joint policy."^ TJie Russian Government inaintnlncd in 
l^aris a representative to guard and manage its credit 
there, negotiate with government officials, hankers, and 
journalists. But important loan ti*ansactions were handled 
directly by the Ministers of Finance and Foreign Affaii’s 
(or even the Czar occasionally). Tlie Frencli Cabinet, 
through agents in Russia, kept vigilantly informed of the 
state of Russian finances and expressed their anxieties in 
interministerial notes. For the course of borrowing did 
not always run smoothly. Deferring to the ])opular op¬ 
position which manifested itself from time to time, or wor¬ 
ried over some phase of Russian policy, the Frencli Gov¬ 
ernment often evaded, postponed or made conditional the 
financial reejuests of the Russian (iovernment, and tried 
to turn them to ])()litical or economic advantage. In the 
earlier years the chief grounds for objection were finan¬ 
cial, in the later years, political. In 1897, the French 
Ministry of Finance voiced protest against the introduc¬ 
tion of various issues of Russian securities into France 
by the Credit TiVonnais, which disposed of them by pri¬ 
vate sale and did not ask official listing. In 1899 other 
protests were made against the introduction of a Russian 
internal loan."" In 1900, Caillaux, holding the })ortfolio of 
finance for the time being refused official listing to all new 
Russian borrowing."' The oj)positi()n was overcome in 1901 
when Russia ]U'omise(l to devote the pi’oceeds of the bor¬ 
rowing (irimarilv to strategic railways agreed upon bv the 
French and Russian (iem'ral staffs."^ 

During the war with Japan, Russia relied mainly on 
the k'rencli market for war loans, and the French Gov¬ 
ernment and hanks exerted themselves in Russia’s behalf. 

-I See report of Margaine, op. clt. 

22 Miehon, op. cit., pp. 128 et seq. 

2 ? Ibid., p. 227. 

Oonutunfjt DipUnnotiques (1H71-19H), 2d ser.. Nos. L59, 

289, 251, 258, 829. On tlie one end the Kinperor overruled Witte, on the 
oUier Deieasse eonvineed ('aillanx. 'The lines were to hasten Russian 
eoiu'entration al the Prussian front t days. 



220 Europe: The World's Banker: 1870-1914 

But by the end of 1905 Russian credit even in France was 
exliausted. Count Witte proceeded to the peace negotia¬ 
tions at Portsmouth, knowing that he could borrow no 
more till peace was arranged.^^ After the conclusion of 
])eace new difliculties ])resented themselves. The continuous 
financial aid of a tyrannous government was subjected to 
bitter criticism by tlie French radical and socialist groups. 
Fhey I'esisted the issue of new loans which would enable 
the Russian Government to cement its absolutism, and sup- 
])ress by violence the constitutional movement.^® Count 
Witte had opened loan negotiations in Paris almost im¬ 
mediately after the })eace treaty was signed. He made 
known how imperative it was that the loan be procured 
before the Duma met in the following May for tliat body 
would ask that the ministers be responsible to it. Some 
doubt existed as to the legality under the new constitution 
of a loan issued without the approval of the Duma.^^ 
Rothschild refused to participate, and the other banks 
held back in tlie face of the criticism.^” But the banks 
yielded to the a[)[)eal of the Premier, who had probably 
secured in return a })romise of support in the conference 
at Algeciras.”’ The issue of the loan was deferred while 
that conference dragged on, but finally in A])ril, 1906, it 
was sold. This was the loan which was characterized as 
the loan that sav^d Russia” by enabling it to sup])ress 
revolution and to maintain the gold standard. Of it, Gorki 
remarked, ‘"Every French citizen who buys the loan is an 
accomplice in the organized murder of a people.” While 
(demenceau wrote in the Aurorc, “After having furnished 
the Czar with the financial resources which were destined 
to lead to his defeat abroad, it now remains for us to sup- 

-5T. Dennct, Roosevelt and (he Russo-Japanese War (New York 
1^), p. mo. See also M. A. DeW. Howe, O, Von Lengerke Meyer 
(New York, 1920), pp. 202, 231. 

20 D^hats Pari. Chamhre de D^put^s, February 8, 1907. 

27 Vincr, op. cit., p. 10. 

28 VEurop^en, January 20, 1906. 

29 Ibid., and Michon, op. cit., p. 133. 
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ply hiia with the financial resources destinco to ^.,^ure his 
victory over his own subjects.’"''* The loan wa^ to have 
been issued in New York, Berlin, and London, as well as 
Paris. But the American bankers retired, and. the (Irennan 
bankers were instructed by their government to do like¬ 
wise. The British participation prepared the for the 
Russo-British understanding. Renewed criticism greeted 
the issue of the loan. M. Pichon promised the Chamber 
of Deputies, early in 1907, tluit tliere would be no further 
immediate Russian borrowing.^'^ But M. Isvolsky rushed 
to Paris to meet the crisis by securing credit in the form 
of orders executed in France and payable in the future. 
Thus the ])romise w^as evaded. ^Ministerial declarations ran 
one W7iy, action the other way.^“ Strengthened by the funds 
it now possessed tlie Im])erial Go^ eminent soon dissolved 
the Duma. That body, meeting after dissolution, resolved 
that they w'ould not recognize the loan of 1906. 

Because of the undercurrent of hostility^ kept alive in 
radical circles, the Russian Government followed the rise 
and fall of French cal)inets wuth intense care, w'orking out 
fresh plans and combinations of intluences to assure its 
))osition in the cajiital market under quickly changing 
ministries. In 1912 the Russian Minister in Paris informed 
his Foreign Oflice: 

I’ve just received a visit from M. Poincare, the new Prime 
Minister and Minister of Foreign Affairs ... I did not dis¬ 
simulate that in errtain questions, for example, in the affair 
of the Quadruple Syndicate, his predecessor, M. Caillaux, 
had not considered our interests sutliciently, and I expressed 
the ho])e that under him, these matters would take a more 
favorable turn.^'^ 

30 Quoted in B. Russell, The Policy of the Entente, 1909-1014, pp. 
43-4 k 

D^bats Pari. Chambre de D^'putds, February 8, 1907; British Docu- 
ments, IV, 274. 

32 R. Millet, Revue Politique et Parlementaire, March, 1907. 

33 Livre Noir, I, 180. 
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In 1913 when avid borrowers, especially the Balkan states, 
were waiting their turn to approach the French investors, 
and the French Government itself contemplated a loan, the 
Russian Government sought permission to arrange for the 
flotation of railway securities at the rate of a half billion 
francs annually for a number of years. The French Gov¬ 
ernment gave its assent only after it secured a promise 
that the effective military strength of the Russian army 
should be increased, and that Russia would commence im¬ 
mediately the construction of designated strategic railroad 
lines, agreed upon in advance with the French General 
Staff, a condition for which a more elastic formula was 
substituted in later negotiations/^ One of the appreciated 
advantages to Russia of this agreement was that for a 
period of years it safeguarded the Russian Treasury 
against changes of ministry in France and the advent into 
power of leaders not as friendly as Poincare.®® In such 
arrangements as these the two governments adjusted their 
interests and purposes. 

Besides the direct obligations of the Imperial Govern¬ 
ment, and the railway and bank securities to which it gave 
its guarantee, numerous loan issues of Russian cities found 
a market in France. In large volume, too, French capital 
undertook the development of industrial enterprises in 
Russia, investing over a billion and a half francs. This 
went partly into banks, insurance companies, public utili¬ 
ties, naval constructions, but above all into mines, textile 
and metallurgical works. The metallurgical works were 
dependent upon the Russian Government for armament 
and railroad equipment orders, and were in intimate rela¬ 
tions with both governments.®® The L’Union Parisienne, 
the Paris bank which took the lead in financing this indus¬ 
trial development, had close connection with Schneider & 
Company (French armament interests) and with them 
“began in 1912 to work out a general plan to participate 

84 Livre Noir, II, 439 et seq. Ibid., p. 409. 

38 E. Baldy, Let Banquet det Affairet (Paris, 1922), p. 1G2. 
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in the munitions and materials orders for the Russian army 
and navy.”^^ The Frencli Government encouraged this 
process of investment and occasionally took measures to 
advance it.^® 

The heavy accumulated investment of the French in 
Russian securities (they formed 25 per cent of all French 
foreign investments) was a direct consequence of the al¬ 
liance. Tlie continued dependence of Russia upon French 
finance enabled the French Government to exercise a 
measure of control or influence over Russian policy—to 
restrain its actions in the Near Elast and sustain its op¬ 
position to Germany. On the other hand, once the sums 
loaned had grown great they strengthened the necessity 
of making French foreign policy conform to Russian 
aims, a further cause of unwillingness to risk the rupture 
of the alliance. Debtor and creditor were firmly bound to 
each other, but debtor, in this case, was the more exigent 
and the more aggressive in political plans. A succinct 
judgment of Mr. Hawtrey upon some results of the rela¬ 
tionship deserves quotation. 

For a class of people whose motive was to lay by for the 
future, the lending of money to a reactionary and corrupt 
autocracy whose history was visibly written in terms of war 

^7 Report of the L’Union Parisienne, 1913. 

Rapport du Commission du Budget, Affaires i^trang^res, Exercice, 
1914. For exain})le, in March, 1914, the Russian metallurgical factories, 
PoutiloflF, wanted to increase their capital, and gave an option to a Rus¬ 
sian private hank, in which Krupp possessed an interest. The French 
Government caused this arrangement to be set aside and induced Creusot 
to enter negotiations to supply the capital. See Livre Noir, 11, 264-255. 
For another interpretation of the incident, which it is difficult to check 
up, see F. Delaisi, La Paix par le Droit, February and May, 1914. Ac¬ 
cording to this author this plant made artillery of both French and 
German models and employed French and German personnel and was 
controlled by French armament firms. A rival French-English group, 
formed by Vickers, Maxim, and la Soci<^t6 Homecourt, supported by 
the Soci6t6 G^n^rale, entered the field and stirred up the first group 
which was having difficulty in securing further financial aid in France. 
The outcry against the growth of Gennan influence was, according to 
Delaisi, cover for an attempt to force the fiVench banks to furnish more 
capital. 
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and revolution seems to l>e a curious choice. But if we regard 
mercantilism, like diplomacy, as virtual war, the system 
grows more intelligible. Instead of leaving the investor to 
choose sound international securities, which could bo real¬ 
ized in time of war, he was induced to hand over his money 
directly to pay for the construction of railways and muni¬ 
tions for an allied country by way of preparation. The in¬ 
vestor lost his money, because when the war came, the ally 
could not stand the strain. The strategic railways were not 
finished, the munitions were inadequate, the government was 
inefficient and corrupt. Still the investment was not wholly 
fruitless. Russia, at any rate, kept seventy divisions occupied 
for three years. And the investor might have chosen appar¬ 
ently much sounder investments . . . with no better pecu¬ 
niary result.^® 

THE GERMAN GOVERNMENT INTERVENES 

The decree issued by Bismarck in 1887 remained in force 
until 1894. It was repealed in that year after the Uvo 
countries had negotiated a new commercial treaty which 
settled tariff matters between them for a few years. While 
the decree was in force no new Russian public borrowing 
took place in Berlin, though some conversions, especially 
of railroad securities, occurred, and the German banks 
and investors may have bought Russian short-time treas¬ 
ury bonds. Bismarck had been willing to modify its force 
in the summer of 1889 when Russia sought admission to 
listing on the Berlin Stock Exchange of railw^ay bonds 
issued as part of its conversion plans. But tlie Kaiser and 
his advisers opposed the request, arguing that German 
capital must not be used to strengthen Russia and criticiz¬ 
ing Bismarck for his conciliatory inclinations.^*' The re- 

89 R. G. Hawtrey, The Economic Problem (London, 1925), p. 282. 

40 W. L. Langer, The Franco-Russian Alliance, 1890-1894, pp. 34f-35. 
The Berlin market took a small share of the Russian 4 per cent Con¬ 
version Loan in December, 1888, but the Reichsbank raised its rate at 
the time of the issue. Economist, December 16, 1888. See also W. H. C. 
Laves, German Governmental Influence on Foreign Investments, 1871- 
1914, 
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1 usal further .strenn'tlu'iied the suspicions of the Czar. The 
difference of o])inion between Bismai'ck and the Kaiser 
forecast the more violent differences on the same subject 
which ended in the dismissal of liismarc'k, and the refusal 
to renew the treaty with Russia. 

In 1891, Russia, ])usliing forward with i*ailroad con¬ 
struction and eager to im[)ro\e its military e(]ui[)ment, 
cofitemplated a large ])rogram of borrowing. Tliere was 
doubt whether the Raris market could meet the ne(‘d, even 
w'ith the assistance of Amsterdam and lirussels, because 
of contemporaneous financial troubles and resentment by 
Jewish bankers of the persecutions of the Jews in Russia. 
As already related, borrowing arrangements made in 
Paris were disrupted by the withdrawal of the Rothschild 
firm. When a new svndicate was formed, (ierman par- 
tici[)ation was invited by De Criers, the Russian Poreign 
Minister. Two important (rerman banks were pre})ared 
to sliare in tlie issue. JJie German Government, when con¬ 
sulted, gave a noncommittal reply. Ifut it indicated 
thi*(nigh a semiofllcial organ tliat the Lombard Verbot 
still stood. The banks withdrew. Though the German (tOV- 
ernment assured the Russian that it had maintained a 
[>assive attitude and that the bankers had been driven by 
])ublic opinion, it is probable that definite instructions to 
abstain were conveyed to the bankers.*' Chancellor Caprivi 
was probably fearful lest he further aggravate ill-feeling 
in Russia, but doubtful as to the wisdom of permitting this 
loan which would be used to strengthen Russia’s railways. 
Too, much of (Tcrman opinion was hostile. Commercial 
relations were still strained; Jewish banking circles were 
antagonistic; agricultural interests wei*e o])])osed to for¬ 
eign lending in general; current losses in foreign invest¬ 
ment were great. The Kaiser ap])ears to have held to the 
belief that a Franco-Russian alliance was out of the ques¬ 
tion. Throughout 1892 the German market continued 

•*1 Die Orosse PoJitik, Vol. VII, No. 1515; I.anger, Slavonic Review, 
IV, 86. 

4-7)ir Orossc Politik, Vol. VII, No. 1522. 
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to turn aside Russian advances, and the German Govern¬ 
ment continued to assert that it was neutral in the matter. 
However, by the end of that year it had awakened to the 
probability of a Russian-French alliance, and was con¬ 
struing the renewed French financial assistance as a sign 
of agreement.^^ After the repeal of the Lombard Verbot in 
1894, German banks participated in a large Russian con¬ 
version loan. They had in the main resented the enforced 
sacrifice and loss of business. 

Shortly after the beginning of the new century the 
Russian Government was again admitted to the official 
German market. The German bankers were apparently 
approached in 1900. The German representative in Lon¬ 
don relates that in June, 1900, he was recalled to Berlin 
for a conference in the Foreign Office convoked to consider 
whether Russian loans should be permitted.Shortly 
thereafter, under instruction from the Foreign Office and 
with the aid of the London house of Rothschild, this 
diplomat organized a campaign against Russian finance 
in the English press, employing false telegrams.^' But a 
Russian loan was announced while the German Em])cror 
was entertaining the Gzar, and issued in 1902. Both Chan¬ 
cellor Von Billow and the Kaiser would have liked to re¬ 
strain the lending banks, unless Russia gave ])ledges in 
regard to future tariff policy, but acted cautiously lest 
they again embitter the situation.'*^ A refusal would have 
emphasized too strongly, it was judged, France’s value 
as an ally.^^ After the loan was made it was revealed that 
Witte had resorted to the German market in order to 
prove to the French Government that other resources were 

<8 Dttf Orosse Politik, Vol. VII, No. 1522. 

Von Eckardstein, op. cit., II, 182. 

^5 Ibid., pp. 240 et seq. 

Die Oroise Politik, Vol. XVIII, Nos. 6404, 6406, 6407. The Chan¬ 
cellor expressed the opinion that Mendelssohn must not put his interest 
above state interest, and that “His Majesty is ready to use moral and 
other pressure on Mendelssohn to attain the desired end, and he will 
not he trifled with.” No. 6406. 

♦7 Ibid., Nos. 6406, 6407. 
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available/® The German financial press at the time ex¬ 
pressed the opinion that most of the loan was resold in 
France. Immediately after, the German market was shut 
again. In March, 1903, the Kaiser made clear that no 
Russian loans would be admitted.*® On May 13, 1903, the 
Chancellor Von Billow wrote to his Ambassador at Paris: 

As is known to your excellency the Imperial Government 
exercises upon the money market a certain influence to as¬ 
sure the maintenance of reserve toward Russian demands 
until the commercial treaty matters are settled. Thus, quite 
recently the Prussian Secretary of Commerce has indicated 
his intention of preventing the 72 million rubles issue of the 
Reich-Adels-Agrar Bank from being placed wholly or partly 
in Germany.®® 

But the Chancellor was also aware that Russia, aided by 
the French financiers, was negotiating in London, and 
added, *‘But if a Russian-British agreement is imminent, 
we must consider whether it is advisable to stretch the 
string so taut, as to whether conciliation may not be the 
wiser policy.”®^ The negotiations in London failed, how¬ 
ever, and the German Government did not modify its 
policy until the next year. 

During the next three years Russia borrowed much in 
Germany. A satisfactory commercial treaty was nego¬ 
tiated in 1904. Count Witte secured access to the German 
market as part of the negotiations.®" During 1904-5, 
years of war with Japan, the Germans bought large 
amounts of short-time Russian treasury bonds, and sub¬ 
scribed to long-time loans. Some previous loans, thereto¬ 
fore not listed in German}^, were admitted to official quo- 

*8 Ibid., No. 6408. 

Die Oro 880 Politik, Vol. XVIII, No. 6909. 

^oibid., Vol. XVII, No. 6870. 

61 Ibid., Nos. 6370, 6372. German anxiety lest Russia succeed in bor¬ 
rowing in London before the commercial treaty negotiations with Rus¬ 
sia were satisfactorily settled, was evident. Ibid., Nos. 6369-6376. 

Memoir8 of Count Witte (New York, 1921), p. 292. 
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tation. But by tlie end of 1905 (xerinan sympatliy 
declined. Jn tlie Russian (iovernment’s plans for borrow¬ 
ing before tlie Duma met, Berlin was included. But gov¬ 
ernment intervention kept the (rerinan market closed. 
Chancellor Von Btilow explained his action by the financial 
stringency in (xerrnany. ’^ But the published correspond¬ 
ence and attendant circumstance supply adequate grounds 
for believing that the reason was political. Count Witte 
in February, 190(j, apparently tried to persuade the Ger¬ 
man Government to consent to Russian borrowing by 
arguing that if Russia had to depend on France, the gov¬ 
ernment of that country would insist on receiving Russian 
sujiport at the Algeciras Conference, and he ])lcaded with 
(jermany to show generosity in the negotiations.'^ The 
German Chancellor re[)lied that if Russia needed money 
very badly and if she could not obtain it before the Con¬ 
ference was over, she should bring ])ressure on France.’’' 
Witte might have wished to ])ursue this course; he pro¬ 
fessed to be recommending conciliation to the French. 
But Russian suf)port was in the upshot extended to 
France, possibly as a condition of borrowing.This action 
was harshly resented in (Jermany, along with the failure 
of the Russian (Jovernment to ratify the agreement made 
between the Kaiser and the ('zar at Bjoerkoe. Again the 
German (Government was ])robably aware of the ap- 
])roaches which Count Witte was making at the same time 
to the British (Jovernment. d'he actual state of tJerman 
official feeling is indicated by a marginal note of the 

Die Groifse Politik, Vol. XXI, Nos, 715;j, 7154.. 

Jhul., No. 7027. The* Kaiser, a month })reviously, when informed 
that the French Government had told the Ru.ssian Government that no 
borrowing: would be ])Ossihle until the Moroccan trouble was settled, 
defended liimself to the Gzar by arjruin^r tliat this w;ts merely a ))rctext. 
Ibid., No. Sir Edward Grey’s slant on the situation was different, 

lie wrote on Jafuiary 15, 190(i, that ‘‘Russia demanded a loan on im¬ 
proper terms as the ])rice of her support.” Jiritwh Documents, III, 178. 

*>5 Die Grosse Politik, Vol. XXI, No. 7028. 

Ibid., No. 7029. 

Ibid., Nos. 7052, 70G8. 



The Financing of Imperial Russia 229 

Kaiser’s written on a report sent March 31, 1906, hy the 
Ambassador to London, setting forth the opposition Rus¬ 
sian borrowing was encountering there. ‘‘I’m very glad 
to hear it,” ran the note, ‘‘not a penny will they get from 
us.”^® This was the loan so bitterly critici/.ed by liberal 
groups in France and England as enabling the Czar to 
cement his absolutism. By the monarch of Germany it was 
rejected. A major policy must have been at stake. The 
German bankers, it may be added as parenthesis, sub¬ 
scribed for part of the loan through purchases abroad.'^® 

In the subsequent years no new Russian government 
loans were issued in Germany, though no open expression 
of opposition came from the government. Some conver¬ 
sions occurred. The small portion of Russian government 
debt held in Germany in 1914 implies that the sales ex¬ 
ceeded the new purchases. Rut Russian industrial, petro¬ 
leum, bank, and railroad securities were admitted to quo¬ 
tation on the Berlin Exchange. These presumably found 
justification in the orders and opportunities which they 
brought to German industry. As late as June, 1914, ad¬ 
mission was granted to the securities of the Azow-Don 
Commerz Bank and the Russian Bank for Foreign Trade 
of St. Petersburg. As a neighbor of Russia, as a nation 
of great industrial enterprise, it was natural that Ger¬ 
many sliould finance Russian economic development. Only 
the doubtfulness of Russian credit, the fact that so much 
of this development was government-controlled, and the 
undercurrent of })olitical suspicion and antagonism be¬ 
tween the two countries prevented the (Jerman investment 
from growing much greater than its actual amount. 

UPON ACCORD, BRITISH INVESTMENT FOLLOWS 

The British share in financing the Russian Government 
was also comparatively small though that government be¬ 
gan to borrow in London as early as 1822. But during the 

Vol. XXV, No. 8603. 

Ry Witte, op. cit., p. 806. 
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eighties and nineties when Russia was making new loans 
for railroad and governmental purposes, the British in¬ 
vestors took virtually no share of them. Whether this pro¬ 
longed financial alienation rested solely on the inclination 
of the British bankers and investing public, or whether 
the British Government used its influence to sustain it, 
is uncertain."^ Industrial and railroad securities were 
bougl^t but not in great volume; some conversions took 
place. British and Russian relations retained the note of 
antagonism that had expressed itself in the Crimean War. 
Over Turkey, Persia, Thibet, and Afghanistan, and in 
the Far East the two countries met in dispute and rivalry. 

The Russian approach to British investors took a con¬ 
sequential turn during the first half of 1903. Count 
Witte’s demands in Paris vicve causing anxiety to the 
French investors and Foreign Office.®^ The French banks, 
seeking a partner in their heavy undertakings, apparently 
acted as mediators with the British banks. The German 
Foreiirn Office, worried lest Russia secure a loan in Lon- 
don before commercial treaty matters were satisfactorily 
settled, was of the opinion that the French Government 
was trving to smooth Russia’s way on Downing and Lom¬ 
bard Streets.Rumors to the effect that a loan agreement 
had been reached and that Rothschild had ceased to be 
unfriendlv to Russian loans were sufficient to make the 
German (iovernment believe that a rapprochement had 
been reached.®^ But the London market finally refused to 

I have found no ronvincinp^ evidence of government action. Viner, 
op. cit., p. 2, citc.s O. Becker, I)<u Franzosisch-Hussische Biindnis (Ber¬ 
lin, 1925), p. 288, to the effect that Prince William of Prussia, later 
Kaiser W’^ilhelm II, in a letter to the Czar alleged that the Prince of 
Wales, later King Edward VII, had asked Bleiehrdder to aid British 
bankers to lower Russian funds. The amounts of Russian bonds assessed 
for income tax (this is not a comprehensive figure) were £2,360,872 in 
1877, £941,623 in 1881, £744,057 in 1884. They had mainly been sold on 
the German market. 

‘•1 Die Grosse PoUtik, Vol. XVIIl, No. 6909. 

Jhi(l., Vol. XVII, Nos. 5369, 5371, 5372, 5376. 

Ibid., No. 6374. 
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go forward with the loan plans; new persecution of the 
Jews rearoused Rothschild hostility. The required funds 
were secured in France, and in 1904 the German market 
was opened again. During the Russo-Japanese War, Rus¬ 
sia found the capacious and reasonable London market 
available only to its enemy. 

That war reduced Russia’s capacity for aggression in 
China and Persia, and increased its financial de])endence. 
The revolutionary agitation forced the Czar to grant a 
constitution, to permit the establishment of a legislative 
body, the Duma, which was certain, it was thought, to curb 
the will and policies of the Czar and cabinet. To secure 
the means of avoiding financial chaos and of dominating 
the Duma, the Russian Government eagerly sought new 
political connections which could furnish financial means. 
Great Britain had the means. By moderate sacrifices a 
crippled Russia could secure access to them. There is little 
doubt that Russia’s financial needs impelled her to take 
the initiative which brought forth the Anglo-Russian 
Treaty of 1907 and enabled her to borrow in London. In 
January, 1906, Count Witte in expounding his purposes 
to a weU-known British journalist declared: ‘‘that Ger¬ 
many could give a finger’s length of help and England an 
arm’s length. France was so deeply implicated in Russia’s 
financial situation that her opinion was discounted.”®^ 

The Russian Government was negotiating with British 
bankers in October, 1905, shortly after the text of the 
Anglo-Japanese Treaty was made public.®^ The British 
Ambassador at St. Petersburg, into whose circle of dis¬ 
cussion the proposal of an Anglo-Russian understanding 
had entered often in recent months, feared that Russian 
resentment might induce her to turn to Germany. He sug¬ 
gested to Lord Lansdowne, Secretary of Foreign Affairs, 
that His Majesty’s government make some friendly ad¬ 
vance to Russia, combining such action with the financial 

British Documents, IV, 219. 


65 Ibid., p. 210. 
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negotiations then going on in London.liOrd Lansdowne 
advised that tlie financial negotiations be allowed to take 
their course independently of negotiations having refer¬ 
ence to })olitical alfairs/^^ Still within tlie same month, the 
Britisli Ambassador was impressing the Czar with the fact 
tliat Lord Rcvclstoke (of Baring Brothers) was in St. 
Petersburg with the countenance of His Majesty’s gov¬ 
ernment, endeavoring to negotiate a loan.®® Suggestions 
for an understanding were circulated freely througli the 
embassies, but tliey and the conclusion of financial ar¬ 
rangements lagged until Sir Edward Grey came into of¬ 
fice in December, 1905. 

By January, 1900, Russian financial anxieties deep¬ 
ened. Criticism of all loans to Russia became more vocal 
and determined in Erencli and English liberal circle.. 
Witte’s fears lest he should have to submit liis financial 
])lans to the Duma grew^ intense; it w^is jdain that in the 
Duma these plans w'ould meet bitter and talented opposi¬ 
tion. A loan contract wiih I.ord Revelstoke and an inter 
national banking syndicate had already been signed, l)uf 
the bankers still hesitated awaiting an opportune time 
The French Government still waverc'd. Witte made no 
secret of his wdsh for an agreement witli Great Britain.' ' 
Jdie British Government w'as {)roba.b]y of the opinion held 
by Spring-Rice, Councilor of ilie Embassy at St. 
Petersburg, that Russia was not yet prej)ared to make 
])crmanent or serious concessions. By April, 1906, how^- 
ever, this same informant w^as saving that j)erha})s some 
concessions would be given in return for a loan. That 
month the loan was issued in London. That the British 
bankers had assured themselves of British official consent 
is virtually certain; tliat the British Government actually 

British Documents, 210. 

Ibid. p. 215. 

ibid., pp. 221, 280. He wi.shed to persuade Kinpj Kdward to come 
to Russia and nej^otiate personally with the Czar. On the strenj^th of 
the news he believed a loan could be arranged. The Letters and Friend¬ 
ships of Sir Cecil Spring-Rice (New York, 1929), 11, 25. 
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urged the bankers to go forward with the loan lias been 
asserted.^'' How far tlie discussion concerned with an un¬ 
derstanding between the two governments had advanced 
at the time tlie loan was issued, it is difficult to ascertain. 
The interruptions of the later negotiations indicate tliat 
they had gone but little beyond an expression of inten¬ 
tion.^^ However, the German (iovernment took the emis¬ 
sion of the loan to be an almost conclusive sign that an 
agreement was in the making.^^ The judgment was cor¬ 
rect. What part the liritish bankers may have ])layed in 
leading the two countries together, how far Russia was 
swayed by financial argument toward comjiroinising her 
aims—these subtle matters no intimate witness has yet 
revealed in detail. 

Thus the Russian government loan of 1906 was issued, 
in part, in London, the first large new direct Russian 
government loan in that market in three decades. It 
marked the encouraging advancement of a project of un¬ 
derstanding which was embodied in the Anglo-Russlan 
Agreement of 1907. It signified the evolution into intimacy 
of the d'ri|)le Entente. In 1909 another Russian govern¬ 
ment loan was issued in liondon. Earlier government is¬ 
sues were admitted to the stock exchange price list. Rritish 
])romot(‘rs and ca])italists took a new interest in Russian 
[irivate enterprise, and put their capital in banks, indus¬ 
tries, oil fields, and mines. The oil enterprises in which 
Rritish capital had a share controlled three-fourths of the 
Russian oil trade and half the total Russian production. 

In Uic report of the Ambassador of in London, B. H. 

Sehwertfeger, Zur KuropaiHchen Polifik, lS'J7-lUt (Berlin, 1919), II, 
112 . 

7 1 It is ])(>ssihle that Sir Edward Grey was of the opinion that the 
dep^ree of agreement reaelied was greater than it actually was. When 
pressed by the Persian Minister in London, March 6, IPOd, he replied 
no more eonelusively than to state that “we had not got any definite 
agreement with Bussia about details, as we had with France.'’ Uritisth 
Documents, IV, SSO. 

Die (Jrosse VoJitik, Vol. XXV, No. 8505; British Documents, IV, 
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For that part of the Baku petroleum industry in which 
it had little direct ownership, British-Dutch enterprise 
marketed the product. “The entire Baku petroleum indus¬ 
try was concentrated, through the cementing medium of 
British capital, in the hands of two cardinal groups 
. . In the copper, gold, and lead mines British in¬ 
vestment was also large and growing. With their country’s 
policy, the ventures of British savers changed. While there 
is no evidence to show that the British Government inter¬ 
vened in the process officially its favor was, however, as¬ 
sured.^* The adjustment of political relationships per¬ 
mitted economic incentives to operate. 

73 Lewery, op. cit., p. 17. 

7* An interesting episode in connection with Russian financing that 
would seem to indicate King Edward’s familiarity with the situation 
occurred in 1907. Sir Ernest CasscI, private financial adviser to the 
King, asked him to intercede with the Czar in regard to a proposed 
loan Cassel was trying to negotiate. The King consented to ask the 
Czar to receive the financier. Sir S. I>ee, King Edward VII (New York, 
1927), II, 595. See, in connection with Cassel’s negotiations, J. H. Schiff, 
Life and Letten (New York, 1928), 11, 141. 



CHAPTER X 


THE FINANCING OF ITALY BY 
RIVAL ALLIANCES 

T he course of investment in Italian securities, and 
the response of the continental money markets to 
the needs of the Italian Government were deflected 
several times by the state of the continental alliances. 
From the birth of the Italian kingdom to the formation of 
the Triple Alliance, French investors furnished the chief 
external financial support. Of the consolidated debt held 
abroad in 1884 the French owned over 80 per cent, the 
English almost all the rest, the Germans little more than 
3 per cent. Total French investment in Italian government 
securities was estimated to be in the neighborhood of two 
billion francs. The Paris house of Rothschild held estab¬ 
lished ])lace as government banker to the Italian Govern¬ 
ment.^ The occupation of Tunis by France after an acute 
contest over economic concessions, roused the latent ri¬ 
valry and ill-feeling between the two countries. In May, 
1882, the Treaty of Triple Alliance was signed between 
Germany, Austria, and Italy. In the following month Von 
Siemens of the Deutsche Bank first entered into financial 
relations with the Italian Ministry of Finance; a govern¬ 
ment loan was arranged ‘To be kept secret so that hostile 
French bankers should not create obstacles to that opera¬ 
tion.”^ In the following year the Deutsche Bank undertook 
a large bond issue for the City of Rome despite unfavor¬ 
able conditions in all the money markets. The loan gave 
assurance to Italy that it would not suffer as a result of 
its allegiance to the Central Powers.® In May, 1884, the 
Reichsbank Committee resolved to include the Italian 

11. Sachs, Ultalie—ses Finances et son Ddveloppement l^conomique 
(London, 1886), p. 487. 

2 G. Giolitti, Memoirs of My Life (I^ndon, 1923), p. 63. 

3 K. Ilelfferich, Oeorg Von Siemens, II, 207-211. 
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rente in the list of securities acceptable as collateral. Not 
long thereafter the German banks agreed upon a plan to 
finance the reorganization and improvement of the Italian 
railroads, and in 1885 a syndicate led by the Diskonto- 
Gesellschaft took over the first of the contemplated rail¬ 
road loans. These plans were extended in 1887. It was ex¬ 
pected that the Credit Mobilier would participate in this 
railroad financing, liut the French Government intervened 
to force it to abstain. Word spread of an official ban upon 
all new issues of Italian securities. 

This French action had been brewing for five years, as 
a potion brews; for Italian resentment of the French vic¬ 
tory of Tunis remained vigorously alive and created recip¬ 
rocal resentment. The French Government had continued 
to permit French capital to share in the financing of Italy 
probably hoping that the Triple Alliance agreement, the 
first term of which expired in 1887, would not be renewed. 
But in March Italy decided to renew its membership de¬ 
spite German refusal to accede fully to its wishes, and 
signed a secret treaty with Germany which provided, 
among other measures, for the cooj)eration of the two 
countries in resistance to further French expansion in 
North Africa. Tariff negotiations between France and 
Italy ended in a rupture of trade relations; each began 
to block the other’s commerce by high and combative rates 
of duty.^ The two countries were also at odds over naviga¬ 
tion matters, the old treaty of 1862 having exj)ired, and 
the draft of a new one having been rejected by the French 
Chamber of Deputies. 

Italy suffered throughout 1887-88 from agricultural, 
commercial, and financial depression, caused in part by the 
tariff war. The foreign exchanges were unfavorable. Much 
having been spent in public improvements, the budget was 
in deficit. This public expenditure had stimulated a real 
estate and building boom which was verging on collapse.® 

^The Memoirs of Francesco Crispi (I.ondon, 1914), If, 169. 

6 A. Billot, La France et L'ltalie (Paris, 1905), I, 142 et seq. 
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It was under these circumstances that the French [)ress 
undertook a strident cainpaio-n of criti(‘ism against Italian 
credit, advocating the sale of French-owned securities. 
The French banks ceased to honor Italian coniinercial l)ills 
and withdrew their real estate credits, dhau-, the circum¬ 
stances gave cause for fear of private and public solvency. 
IFit the Italians believed that the French Government had 
encouraged the ])ress campaign despite the otilcial French 
denials.^' In view of the intimate relations between the 
Frencli press and foreign office, it is certain that the 
PVench Government favored the cam])aign even if it had 
not arranged it. The cessation of new financing on the 
French market is further indication of the same proba- 
bilitv, for left to themselves, there can })e no doubt tliat the 
h'reiu'h banks would l\ave found a way to help in the 
emergency. The Credit Mobilier, as has been stated, had 
alreadv witlidrawn from its customary ])articipation in 
Italian railway financing.' Fnsustained by the usual 
FreiuF financial su]>port, tlie aln'ady overstrained eco¬ 
nomic situation turned into a general crash. Numerous 
l)anks and industrial firms failed. The budget continued 
in deficit, the cui’rencv in chaos, d'he commercial and agri¬ 
cultural depiH'ssion became intensified. With the criticism 
on one side, the suffering on tin* other, tension grew al¬ 
most to war pitch in 1HH9—90. French investors continued 
to sell their Italian bonds. 

But the German banks and German Government 
strained themselves to give the required su]iport refused 
by France. In 1888 Bismarck, responding to the appeals 
of the Italian ])rime minister, encouraged the German 
banks to foi’in a strong syndicate to support Italian credit 
liy buying Italian securities and honoring Italian com¬ 
mercial bills. With the German banks Hambros and 

<K’rispi, op. rit., TI, ‘i2() et seq. 

7 For the main events, \bUL, III, 209-22:^; Giolitti, op. rit., in'*- 
soq.; G. H. Fiamingo, “1 a\s Raisons C.eonoiniijnes de la Politi(|ue Ftran- 
frere de I'ltalie,'’ Rpvup R<tlitique et Parlerneufairp, duly, 1907; Helf- 
ferich, o/>. cil., II, 207 et spq. 
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Baring Bros, of London associated themselves. ^‘In con¬ 
sideration, however,” the German Government informed 
the Italian, “of the fact that such operations not only do 
not offer any probability of profit, but may even mean a 
certain amount of risk, the group above named desires that 
in compensation, the Italian Government in its future fi¬ 
nancial operations in foreign countries, should apply to 
its mfembers before concluding elsewhere.” The Italian 
Government gave the desired promise. In July, 1889, when 
the French polemic against Italian securities reached its 
highest pitch, Bismarck arranged for favorable comment 
in the German press. Since this in itself did not prove 
sufficient, the German bankers were again prevailed upon 
to support the market, being given renewed assurance of 
preference in future Italian railroad financing. 

The difficulties continued, however. So in August, 1890, 
Crispi and the German Chancellor arranged for the foun¬ 
dation of a bank through which special support could be 
given to public credit—the Institute di Credito Fondiario. 
The funds were supplied by a German syndicate headed 
by Bleichroder and the Deutsche Bank. This syndicate 
enabled Italy to avert public bankruptcy by granting 
Italy loans in 1890-91 and gave its support in the market 
for Italian securities for several years thereafter. In this 
effort the German Government endeavored to induce the 
British, associated with Italy in Mediterranean policy, to 
assist; and from time to time British banks worked with 
the German syndicate.® A clear realization was shared by 
the German banks and German Government that Italy’s 
allegiance to the Central Powers could be assured only if 
Italy were enabled to dispense with French financial aid. 
In addition it was judged important that the financial 
plans of the Crispi Ministry be not allowed to fail, for that 
ministry represented the elements most favorable to Ger¬ 
many.® As the financial strain continued in Italy, the Ger- 

^ Die Oroase Politik, Vol. IX, No. 2161. 

9 Helfferich, op, cit., II, 217-218. 
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man Government realized that it must act with cautiou 
and moderation in trying to influence the Italian to main 
tain its government exjienditure in behalf of the Alliance, 
lest financial ruin result and the loss fall on (xerinan in¬ 
vestors/^ 

German financial assistance in the field of ])rivate 
enterprise was also arranged and strongly dev(*]oped. In 
1887-88 the German banks bought an interest in Italian 
banking institutions, which made mortgage and industrial 
development loans. In 1893 the whole of the private credit 
structure of Italv was shaken by the failure of tlii ee large 
banks. Outside aid was needed to build up banking activity 
again. The Italian Government wished the German banks 
to take over the two bankru])t institutions, but this tliey 
refused to do. In 1894, however, tlie German syndicate 
with Austrian, Swiss, and Italian aid, founded the llanca 
Gommerciale Italiano, under the urging of tlie G(‘rman 
Government, with the idea of grouping undc'r this bunk 
llieir existing and contem])lated industrial and huTiking 
ventures in Italy. This hank helped greatly in tlie financial 
li(][uidation through which Italy was passing. liuU'r it 
founded numerous industrial entej*prises especial I v ju the 
chemical, textile, and electrical equipment, hydroelectric 
and marine industries, in the ownership or management of 
many of whicli the (German interests shared.'^ 

During these tnnibled years attem])ts had been made to 
regain entry into the French market, but these failed. In 
January, 1891, the Crispi Ministry fell, and was suc¬ 
ceeded by one headed by Rudini, which indicated its desire 
for a settlement of the difficulties with France; it indicatt'd 

10 Die Orosse PoHtik, Vol. VII, No. 1437. 

11 The activities of this bank were denounced durinj^ the war years 
hy various French and Italian authorities as conspiratorial and designed 
to subject all of Italian economic life to German dictation. E.g., G. 
Preziosi, 1/Allemagne d, la ConquMe de Vltalie (Paris, 1916). The evi¬ 
dence available, however, reveals nothing more than the great and varied 
activity carried on along German banking lines, and close working con¬ 
nections between some of the industrial enterprises founded by the bank 
and Germcm industry. 
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furthermore that unless France extended helj), a ministry 
less friendly to France would again return to power. 
Shortly thereafter, Rudini, seeking funds to pay the next 
cou[)ons on the government bonds and wishing to float a 
new railway loan, entered into negotiations with the 
French (ioyernment and bankers. Rillot, the French Am- 
bass/idor, informed the King ot Italy that France would 
rfjmain suspicious as long as the treaty vv^ith (Termany re¬ 
mained unpublished, and that the French would not invest 
in a country which might prove to be an enemy.'" Rillot, in 
his own account of the episode, attributes his stand to the 
hesitation of the bankers. The Fi*ench (iovernment urged 
them to participate in the loans sought by Rudini, he as¬ 
serts. Rut the bankers, he explained, believed that the 
French investors had been so educated in distrust during 
the previous four years, in a distiaist which would last 
while the 'Jhdple Alliance lasted, that they would not make 
loans until Italy showed a new disposition by overt ac¬ 
tion.^' This view may be regarded as manufactured for 
])urposes of dij)lomacy; the French (lovc'rnment could not 
be expected to favor loans to a government still l)ound by 
hostile treaties unless definite ])romises were given in ex¬ 
change. At all events in the following months the Paris 
house of Rothschild, with the |)robal)le consent of the 
I^'riMich Foreign Office, in offering Italy a loan, no longer 
asked publication of the treaty with (lermanv, but merely 
a secret declaration by the Italian (Tovernment to the 
French of the situations and conditions under which it 
would ])articipatc in a war against France.'^ 

These French attempts to wean Italy away from the 
Triple Alliance by promise of financial aid, failed. They 
a})])ear rather to liave fed Italian resentment. Rillot was 
of the o{)inion, in fact, that they disposed Italy still more 
firmly to a reneAval of the Alliance. The Italian Prime 

1- Die Oroane Politik, N’ol. VJI, No. 1418. 

1-^ liillot, op. cit., pp. 289-294. 

Die Grouse Politik, \'ol. VII, No. 1418. 
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Minister responded to the French proposals in June, 1891, 
‘‘France offers me its financial help like a piece of sugar 
at the end of a string; that is a humiliating game in which 
I shall not play.”^® The Triple Alliance was again re¬ 
newed a year before the date of its expiration.During 
1892 Rudini was succeeded by Giolitti who endeavored to 
convince the JVench public of the friendly intentions of 
Italy, but without success. French finance still abstained 
from all ventures in Italy. 

But by 1895-96 Italian government securities were re¬ 
gaining stability, and were being quietly repurchased on 
the French Bourse.^^ Italy’s acute need for outside help 
was at an end; and the Italian Government began to draw 
back from too intimate association with the Central 
Powers. It began to develop independent political aims 
which diverged in part from those of Germany. A friendly 
convention with France dealing with Ihinis was passed in 
1896. The tariff war was terminated by a new commercial 
treaty in 1897. Despite the efforts of Von Siemens, the 
desire to draw German capital into Italian industry by 
giving it special place began to wane; the German capital 
market could not offer as easy terms as the French.^® When 
the capital of the Banca Commerciale Italiano was en¬ 
larged, French participation was arranged and this in 
time outgrew the German. Up to 1914, however, the Ger- 

Billot, op. cit., p. 294; G. Giacometti, “Cinq Mois de Politique 
Italienne,” Revue des Deux Mondes, September 15, 1891, pp. 389-390. 

16 J. Viner, “International Finance and Balance of Power Diplomacy, 
1890-1914.” Southu'f!*tem Political and Social Science Quarterly , March, 
1929, p. 16, suggests that Rudini’s indignation may have been cover 
for his firm intention to renew Italy’s membership in the Triple Al¬ 
liance and a means of justifying that action. He points out that Rudini 
had informed the German Ambassador to Rome that the treaty would 
be renewed before his conversation with Rothschild. But Billot’s con¬ 
versation with the King took place before that of Rudini with Roths¬ 
child, and may have been preceded by earlier conversations. Die Orosse 
Politik, Vol. VII, No. 1418. See the analysis of the situation in W. L. 
Langer, The Franco-Russian Alliance. 1890-189^, p. 156. 

17 R. Vivianl, Revue Politique et Parlementaire, April, 1914. 

isHelfferich, op. cit., II, 219 et seq. 
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man representation on the Board of Directors remained a 
powerful minority, and among the executive personnel, a 
directing force. By 1906 Paris had become again the chief 
market for new Italian loans; French finance took a lead¬ 
ing part in the large conversion operation of that year. 
The Italian Government informed the German that in or¬ 
der to get that assistance, it was forced to accept friendly 
ma^nifestations from the French, which were likely to give 
a false idea of its relations with Germany.^® But they were 
in fact drifting apart. Italy was no longer a sure ally in 
case of war. During 1912, of 42.9 million hra paid abroad 
for public debt service, 28.5 were made through French 
banks, 4.9 through English, and only 3.0 through Ger¬ 
man. 

of the twentieth century never became as 
dependent upon foreign money markets, as in the eighties 
and nineties of the previous century. Italian public fi¬ 
nances recorded a steady improvement, and an increasing 
proportion of the external debt was repurchased by the 
Italians. The experience of the nineties undoubtedly 
sharpened the wisli for financial independence. German 
financial aid proved an insufficient force to cement per¬ 
manently the Triple Alliance in the face of a competing 
money market and a growing national ambition. 

Die Orosse Politik, Vol. XXI, No. 7151. 
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CHAPTER XI 


THE FINANCING OF PORTUGAE—A DEBTOR 
WITH A NOBLE PAST 

DEFAULT FOLLOWS UPON DEFAULT 

T he decaying monarchy of Portugal was a steady 
borrower in the world’s money markets during the 
second half of the nineteenth century. Its defaults 
severely taxed the patience of the investors who enabled it 
to conduct a government with almost continuous deficits 
for forty years. These would have sought to control Por¬ 
tuguese finances to recoup their losses, but the long record 
of Portuguese magnificence and independence and the 
presence of powerful protectors stayed their hands. What 
political ambitions the governments of the lending states 
had, were turned toward the Portuguese colonies not the 
state itself. 

From 1851 on, Portuguese finances were in perpetual 
deficit and the government borrowed at home and abroad, 
often at heavy discount. The new loans were used to pay 
the interest of older ones, while the government built rail¬ 
ways and strove to maintain an army and navy adequate 
to its memories of historic greatness. The colonies, in¬ 
herited from the period of greatness, drew on the ex¬ 
chequer of the mother country. British and French invest¬ 
ors were the chief buyers of the loans, though in the 
eighties German investment rapidly increased. The Portu¬ 
guese government debt totaled 27.8 millions of pounds in 
1860, 66.2 millions of pounds in 1870, 97.0 millions of 
pounds in 1880, 140 millions of pounds in 1890. In 1891- 
92 a crisis in Brazilian finance provoked a similar crisis 
in Portugal. The government, in serious need, found its 
credit exhausted. In January, 1892, it was unable to meet 
the interest it had guaranteed on railroad bonds. Six for- 
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eign representatives were admitted to membership on tlie 
Board of Directors of the railways. Shortly thereafter, 
though it failed to secure the consent of the foreign bond¬ 
holders, it reduced interest on all government loans, except 
one, to fiS per cent in gold. To meet criticism the pledged 
revenues were put under the control of a semi-autonomous 
Portuguese official body, the Junta de Credito Publico.^ 
The government declared itself ready to negotiate with 
the bondholders in regard to permanent terms of settle¬ 
ment. 

This default incensed financial circles. Portugal had 
put through a costly series of forced conversions in the 
middle of the century. Now the French Bourse refused to 
recognize dealings in the new securities. In the French 
Parliament a strong })arty pressed the ministry to take 
action—facing the government with the question, ‘‘Can the 
French Government intervene in Portugal to protect ef¬ 
fectively the interests of its nationals, ought it, does it 
wish to?”^ The French Minister of Finance would only 
})romise vaguely “to do all in his power to secure fair 
treatment from Portugal.” The German Government’s 
mood of irritation found more active expression. The Ger¬ 
man investment was of but a few years’ standing (listing 
had only been given in 1886), and the l^ortuguese default 
followed closely upon other disillusionments of the same 
kind. It was German pressure that caused the Junta de 
Credito Publico to be revived and put in charge of the 
assigned revenues.^ In June, 1893, the German Ambassa¬ 
dor declared to the Portuguese Government, “In presence 
of this arbitrary procedure I am charged, and hereby 
carry out the charge to notify the Portuguese Government 
of the formal protest of the Imperial Government against 

1 The Junta was composed of five members, all Portuguese; one was 
elected by the Chamber of Peers, one by the Chamber of Deputies, one 
by the Cabinet, and two by the holders of the Consolidated Bonds. 

2 H. Imbert, Le» Emprunts D'/^tats, pp. 77-78. 

3 “Note sur la Dette Kxt^rieure de Portugal,” Asgoci/ition Rationale 
des Porteurs Fran^ais, 1902-3, pp. 39 et seq. 
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the present decree which injures the rights guaranteed by 
treaty to tlie German creditors.” The British Stock Ex¬ 
change banned all dealings in the new securities. 

But in face of all this agitation the Portuguese Govern¬ 
ment declared itself helpless—which was pretty much the 
case in the absence of government reform—but willing to 
enter further negotiations. These negotiations dragged 
without issue for almost ten years. The lending powers 
would not use strong coercive measures against a state of 
similar civilization in order to collect debts owed to their 
private citizens. 

In 1893 the French Government did intervene with 
firmness to protect the interests of the French investors in 
the Royal Portuguese railways. The Portuguese Govern¬ 
ment rather arbitrarily declared the company in bank¬ 
ruptcy on the score of an un]:)aid debt to it. On the official 
committee of liquidation, the foreign investors who had by 
far the largest capital at stake in the railway, were given 
small minority representation; the scheme of reorganiza¬ 
tion was put through by official edict though wholly un¬ 
acceptable to the foreign bondholders.* The French 
Senate undertook an investigation of the episode and 
passed a resolution criticizing the Portuguese Government 
and stating that they ‘‘were trusting in the will of the 
(French) Government to protect the interest of its na¬ 
tionals.”® The French Prime Minister remonstrated vigor¬ 
ously, and put at the service of the bondholders for the 
conduct of the negotiations, a French Inspector of Fi¬ 
nances with official backing. The Portuguese Government 
yielded and revised the terms accorded.® 

During the negotiation of terms for the settlement of 
the general government debt, the bondholders endeavored 
to secure some measure of supervision over the pledged 
revenues, and other arrangements calculated to improve 

^Report of Council of Foreign Bondholders, 1893, pp. 280-281. 

^ Debuts Pari. S4nat, March 10, 1894. 

® Report of Council of Foreign Bondholders, 1894, pp. 295 et seq. 
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their security. In 1899 the Portuguese Ministry in power 
apj)ears to have offered place on the Junta to foreign 
representatives.^ But Portuguese public opinion resented 
this concession and the cabinet was overthrown. The new 
ministry disavowed the proposals of its predecessor, even 
refusing to confirm the assignment of the pledged revenues 
by formal agreement. In 1901 the French Government re¬ 
sorted to an open threat. M. Delcasse, Minister of Foreign 
Affairs, said in the Senate: 

I would hope, gentlemen, that the Portuguese Government 
will recognize that it is in the interest of Portugal to give 
to the foreign bondholders that satisfaction which they have 
so long awaited. The government is aware that we do not 
lack the means of supporting the just claims of our country¬ 
men, and it cannot doubt that in case of need we are fully 
resolved to employ them.® 

In 1902 an agreement was reached with the French 
bondholders which the P'rcnch Government judged accept¬ 
able.® It provided for reduction of interest to 3 per cent 
and a reduction of capital to 50-75 per cent of the various 
original issue y)rices. The German bondholders insisted 
upon minute regulation in the conversion law of the plan 
of payment of the pledged customs revenues, as a condi¬ 
tion of acceptance. The British bondholders accepted 
despite dissatisfaction. The Report of the Council of For¬ 
eign Bondholders for 1901—2 explains the acceptance by 
the fact of previous acceptance of the French and Ger¬ 
man groups, then adds, ‘^Therc were other considerations 
of a confidential character which weighed with the Com¬ 
mittee in arriving at a conclusion.”^® The nature of these 
considerations remains unrevcaled. Not long before the 
French Government was seeking to have the pledged 
revenues put under the control of the Tobacco Monopoly 

7 Report of Council of Foreign Bondholder a, 1901-2, p. 303. 

8 D^.hata Pari. S^nat, February 26, 1901. 

» Assoruition Nationale dea Porteura Frani^ais, 1902-3. 

10 Report of Council of Foreign Bondholdera, 1901-2, p. 309. 
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or Royal Portuguese Railway Company in both of which 
French influence was strong.^^ But the more likely ex¬ 
planation is that the British Government was anxious lest 
further delay in settlement would lead to decisive action 
on the part of Germany as regards the Portuguese colo¬ 
nies. The proposal had been steadily in the area of dis¬ 
cussion and Germany and Great Britain had signed a con¬ 
vention looking in that direction. The final agreement 
provided for daily payment of the pledged customs reve¬ 
nues to the Junta de Credito Publico, to be set aside for 
the debt service, but introduced no foreign representatives 
upon that body. 

From 1902 on Portugal met the reduced debt service. 
From that date on the government issued only one ex¬ 
ternal loan, and that through the Tobacco Monopoly. Its 
struggling public finances were supported, when need 
there was, by issues of paper money and short-time ad¬ 
vances of the bankers of Lisbon and elsewhere. Governing 
it was the fear that new loans would mean either foreign 
supervision of its finances or detachment of colonial pos¬ 
sessions. These risks, inherent in the financial situation, 
were among the unstabilizing forces which brought on the 
Revolution, 1911—12. 

ATTENTION TURNS TO THE PORTUGUESE COLONIES 

From the earlier explorations of Portuguese adventurers 
there were left to Portuguese sovereignty two important 
colonies on the African mainland, Mozambique on the east 
coast and Angola on the west coast. In addition, Portugal 
up to 1890 claimed the vast stretch of interior between 
them, but this claim was ignored in the parceling out of 
African territory. The revenues of these colonies never 
were sufficient to meet the cost of their administration. The 

La Soci^t^ des Tabacs du Portugal was established in 1891; its 
ownership was divided between French and Portuguese banks. It paid 
the government 60 per cent of its net proflts above a fixed minimum, and 
a fixed annuity. 
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administration itself was notoriously inefficient and brutal, 
neither developing the resources of the country nor con- 
cerning itself with the welfare of the inhabitants. Part of 
the pubhc borrowings of the Portuguese Government were 
used to sustain the colonies and to provide a defense or¬ 
ganization which would never have been of the slightest 
use against the potential adversaries. The disposable re¬ 
sources of the Portuguese Government fell far below the 
actual need, and private capital from other lands came 
forward. These private ventures became the objects and 
instruments of political ambitions, and their plans and 
actions immediately acquired political significance. 

During the last two decades of the nineteenth century, 
while the territorial division of Africa was proceeding 
rapidly, Great Britain and Germany suspected each other 
of designs upon these colonies, and Portugal entertained 
fear and suspicion of both. In 1889 a dispute arose be¬ 
tween Portugal and Great Britain because of the cancella¬ 
tion of a contract held by a British company for the con¬ 
struction of a railway from Lorenzo Marques (on Delagoa 
Bay, the finest port on the lower part of the East African 
coast) to the Transvaal. The concession was originally 
granted to an American. Portugal defended its action on 
technical grounds in the contract but its real motive was 
unquestionably fear of British dictation. The British Gov¬ 
ernment sustained the company’s demand for an indem¬ 
nity. Many observers imputed to this action the calculation 
that the indemnity would be beyond Portugal’s capacity to 
pay and that territory would be ceded in recompense; for 
Portugal’s borrowing powder was exhausted at the time. 
There are implications in the British official documents 
which support this idea.^^ The arbitral body rendered dam¬ 
ages which, though substantial, were little more than half 
of the original British claims; the claims of the American 
Government in behalf of the widow of the American con- 

12 Memorandum by J. A. C. Tilley respecting the “Relations between 
Germany and Great Britain, 1892-1904,” British Documents, I, 322. 
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cessionaire received no recognition. Portugal managed to 
borrow the necessary funds from its Tobacco Monopoly, 
which was financed by French capital. The railroad was 
completed by the government to the borders of the Portu¬ 
guese colony, then by arrangement with the Boer Gov¬ 
ernment of the Transvaal was carried to Pretoria and 
Johannesburg. English effort to acquire the road con¬ 
tinued. Cecil Rhodes and Rothschild in turn endeavored 
to induce the Portuguese Government to part with the 
railway and with the Mozambique colony.^® On the other 
hand German capital participated in the extension of the 
road and supported offers for the lease or sale of the road 
to the Transvaal Government. But the British Govern¬ 
ment protested against any such transaction on treaty and 
other legal grounds, and Portugal itself was not favorably 
inclined. Germany maintained interest in the prospect, 
and encouraged German traders to acquire land in the 
neighborhood of Delagoa Bay.^* It was determined at all 
events that the road should not fall into British hands. 

Because of the uncertainty of Portuguese finances the 
colonies remained in the field of possible bargaining, and 
provoked the moves and countermoves of rival empires. 
When in 1894 a native insurrection broke out at Lorenzo 
Marques (an insurrection ascribed at Berlin and Lisbon 
to the intrigues of Cecil Rhodes who had been disap¬ 
pointed in his attempt to buy the railway). His Majesty’s 
consul landed bluejackets without consulting the Portu¬ 
guese Government. Upon the protest of the Portuguese 
Government they were withdrawn; but the British Gov¬ 
ernment would not give its consent to the recruitment of 
volunteers to suppress the rebellion. Germany, not to be 

18 W. B. Worsfold, The Reeonttruction of the new Colonies under 
Lord Milner (l^ndon, 1913), pp. 117 et seq. Mr. Worsfold had access 
to the Milner papers. 

1* Memorandum by E. Crowe on “The Present State of British Rela¬ 
tions with France and Germany,” January 1, 1907, British Documents, 
Vol. Ill, Appendix A. 

16 Die Qrosse Politik, Vol. XI, No. 2578. 
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behindhand, sent two men-of-war to Delagoa Bay to safe-^ 
guard ‘‘the large German interests involved, both on the 
coast and in the Transvaal.^* For Germany was courting 
the Transvaal Government. When the Delagoa Bay Rail¬ 
way was opened, a deputation of German naval officers 
visited Pretoria, and the Kaiser, in congratulating Presi¬ 
dent Kruger, pronounced the railroad “a means of draw¬ 
ing closer the bonds which connect the two countries.” 

^ Negotiations between Portugal and its foreign creditors 
over the revision of the terms of the arbitrarily imposed 
debt settlement were dragging, while the irritations of 
governments were growing and the financial needs of 
Portugal were still acute. In 1897-98 Great Britain pro¬ 
posed various plans of financial assistance which were 
designated also to safeguard against the possible aliena¬ 
tion of Mozambique to the Transvaal or any other foreign 
power. The first proposal made was that Great Britain 
should guarantee Portugal’s African possessions in return 
for British official participation in the control of the Dela¬ 
goa Bay Railway, and a veto power over concessions in 
the region of that bay. Mr. Chamberlain suggested in 
addition that Portugal raise a loan on the mortgage of 
the African possession, and the revenues of the railway 
and colony. The Portuguese Government refused. The 
German Government, alarmed at the course of the discus¬ 
sions, recalled its Minister to Portugal for not supporting 
German interests with sufficient firmness. Various alterna¬ 
tives were put forward from London, all of them designed 
to secure in return for financial assistance control over the 
economic life of the Delagoa Bay region and protection 
against the possible extension of privileges to the nationals 
of Germany or France.^® English persistence in these loan 
proposals, English willingness to take the exceptional 
course of making a direct governmental loan to Portugal, 
arose from fear that if Portugal borrowed elsewhere it 
might mortgage the customs revenues of its colonies. 

18 Memorandum hj Mr. Bertie, British Documents, J, 46-47. 
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The scheme of an Anglo-German agreement upon the 
Portuguese colonies grew out of this situation. On .Tune 
22, 1898, the German Government, aroused by the direc¬ 
tion which British proposals were apparently taking at 
the time, peremptorily warned the Portuguese Govern¬ 
ment that Germany would not remain on friendly terms 
if Germany’s interests were disregarded.^^ The French 
Government made a similar declaration. Mr. Chamberlain 
suggested to the Portuguese Minister that Germany might 
share in the loan under discussion, taking her security on 
some of the Western possessions.^® On June 23, 1898, 
Germany advanced proposals looking toward the eventual 
division of the African colonies.^® In the discussions which 
ensued between Great Britain and Germany the proposals 
for an immediate loan dropped out of sight, but an agree¬ 
ment for the colonies was brought to a successful conclu¬ 
sion. For advantages obtained Germany abandoned all 
ideas of support of the Boers, while Great Britain aban¬ 
doned, for the time being at least, her traditional ally. The 
unfitness of Portugal for colonial rule seemed to justifv 
the action taken. 

England and Germany signed (August 30, 1898) two 
conventions dealing with the Portuguese colonies. In that 
made publicly known, they agreed to ask each other to 
share in any loans that might be asked by Portugal on the 
security of the customs or other revenues of the African 
colonies. In the event of such a loan the British share was 
to be secured by the customs of the Mozambique Province 
south of the Zambesi River, and of a designated part of 
Angola; the German share was to be secured by the cus¬ 
toms of the remainder of these colonies. Each was to limit 
its efforts to obtain new concessions to those sections, the 
customs revenues of which were assigned to their respective 
loans. Any control of customs undertaken in event of de- 

n BritwK Documents, Yo\. 1, No. 68. 

Ibid.f Tilley Memorandum. Ibid., No. 70. 

20 For the German correspondence on the subject, see Die Grosse 
PoVitik, Vol. XIV, Part I, pp. 257 et seq. 
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fault should be likewise so partitioned. In the accompany¬ 
ing secret convention the two powers agreed to oppose the 
entry (‘‘intervention” is the word used) of any third 
power either by way of loans on security of colonial reve¬ 
nues, by way of lease, cession, or purchase of territory. It 
contained provisions safeguarding the private rights of 
the nationals of the contracting powers “in case Portugal 
renounces her sovereign rights ... or loses these ter¬ 
ritories in any other manner.”^^ 

These conventions appeared to be a direct threat at 
Portuguese possession. Because of the fears of Portugal, 
and possibly in the hope of outwitting Germany, Great 
Britain in 1899 reaffirmed its ancient treaty alliance with 
Portugal. If Portugal had tried to borrow during the sub¬ 
sequent years a most difficult case of conscience would have 
j)resented itself to the British Government, even to the 
skilful minds that phrased the original agreements. But 
possibly Great Britain counted upon her ability to keep 
Portugal out of the loan market. 

The convention served to protect the colonies against 
other powers, and to permit Knglish and German influ¬ 
ence to develop within the assigned spheres. The French 
Government felt the exclusion strongly. While the nego¬ 
tiation of these conventions was under way the French 
banks, with official encouragement, offered financial as¬ 
sistance to Portugal. Upon its being rumored that the 
French lenders were asking a Hen upon the Azores, the 
British Government intervened.^^ The French Govern¬ 
ment desisted only after repeated attempts to favor and 
support, in the words of the British Minister at Lisbon, 
“every financial intrigue, with a view, no doubt, to further 
entangling this Government in the toils of doubtful French 
financiers and speculators.’”* 

When finally in 1902 Portugal reached an agreement 
with its foreign creditors, the most immediate danger of 

21 British Documents, I, 71-72. 

22 Ibid., pp. 100-104. 


^^Ib\<L, pp. 112 et seq. 
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having to cede control of her colonies in return for a loan, 
passed. From then on to 1914 Portugal by many difficult 
shifts managed to meet its external liabilities. 

During these years British and German foreign capital 
undertook various railroads and trading ventures in the 
Portuguese colonies. In Mozambique, especially in the 
region of Delagoa Bay, Great Britain opposed the entry 
of enterprises other than British.^^ British capital was in 
control of the Delagoa Bay Development Corporation, 
which operated the waterworks, the telephone, and elec¬ 
trical tramway at Lorenzo Marques, and had a large 
interest in the electrical company and owned much land. 
Three companies, in all of which British capital was 
heavily interested, holding charters from the Portuguese 
Government, carried on virtually all of the trading and 
developmental work in Mozambique. Their charters con¬ 
veyed mining, railroad construction rights, and a measure 
of sovereignty over the regions traversed. One of these 
chartered companies, the IVIozambique Chartered Com¬ 
pany, constructed the railroad from the port of Beira 
inland to Rhodesia, providing an excellent outlet for 
Rhodesian trade, and administered a large part of the 
Mozambique territory. This railway was transferred to 
the Beira Company, one of the constellation under the 
control of the British South Africa Company. The Zam¬ 
besi Company (another of the chartered companies) built 
from a point further north on the Mozambique coast 
(Quilimane) inland, planning to run northward into 
Nyassaland. The Nyassa Company, the third of the 
chartered companies, held railway concessions running to 
Lake Nyassa. The British Central Africa Company which 
had already constructed a railroad from Port Herald on 
the Shire River to Blantyre in the Highlands of Nyassa¬ 
land, held also a further concession for extensions up to 
Lake Nyassa. Thus there was being built up rapidly a 
system of British controlled roads connecting the British 

24 A. Marvaud, Le Portugal st Us Colonies (Paris, 1912). 
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colonies of the interior and the north with the ports of 
the Portuguese colonies. In addition to these undertak¬ 
ings, the British Government sought to have constructed 
a road connecting Delagoa Bay to the Rand via Swazi¬ 
land. Portugal refused Chamberlain the required conces¬ 
sion.^^ But the railway was undertaken later. A final at¬ 
tempt, made in 1910, however, to have the Delagoa Bay 
railway turned over to British control, failed. The British- 
Prench chartered company in Mozambique, the Nyassa 
Company, whose territories were in the sphere assigned 
to Germany by the secret agreement, passed under the 
control of German banks in 1914. This was possibly the 
first step in the creation of a situation which might be 
used to invoke the application of the IVeaty of 1914.^® 

In Angola, the largest enterprise, the Mossamedes Com¬ 
pany, was controlled by French capital. Belgian interests 
were active in many fields on a smaller scale. But British 
enter|>rise had important power and public utility con¬ 
cessions. It was besides a leading force in the most im¬ 
portant of the four railroads (two were Portuguese- 
owned). That railway had been undertaken by a British 
syndicate under a concession secured in 1902 without of¬ 
ficial assistance. The original purpose of the project was 
to provide the Katanga mining districts of Belgian Congo 
with a direct outlet to the sea—at Lobitos Bay in Angola, 
known as the finest harbor in West Africa. The concession 
for this Benguella Railway and the controlling interest 
was in the hands of the Tanganyika Concession Company, 
Ltd., a British corporation, which possessed vast interests 
in the Katanga mines. The enterprise worked in close co¬ 
operation with the Zambesia Exploring Company and 

25 Worsfold, op. cit., p. 120. 

20 K. II. Lichnowsky, Heading for the Abyss (New York, 1928), pp. 
274-275. The former CJerman Ambassador to Great Britain wrote to 
the Imperial Chancellor on January 17, 1913, “If we could gain influence 
over the administration of substantial areas in Angola through the estab¬ 
lishment of a Chartered Company or in Mozambique by acquiring the 
majority in the Nyassa Company, it might perhaps be possible to apply 
the paragraph about colonies or portions thereof becoming independent.” 
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L’Union Miniere du Haut Katanga.^^ In the course of 
development, however, British capital lost its majority 
interest. But difficulties were met in financing the project. 
The British Government did nothing to assist it and by 
3912 only a third of the line had been built at an average 
cost of over $70,000 per mile. Agreements had been 
made to connect with the Belgian lines in the Congo and 
the Cape to Cairo railways. In 191^14i, while the new 
Anglo-German convention was under discussion, the Ger¬ 
man banks offered to finance the completion of the railway 
which traversed regions assigned to German influence in 
return for control. Mr. Williams, whose energy and skill 
had sustained the road throughout, declared that the offer 
was refused ‘‘although the bribe was immense.’’^® But re¬ 
sponsible students of African affairs reported at the time 
that the transaction was consummated.^® The German 
Government was seeking at the same time to stimulate 
enterprise in Southern Angola. During the spring of 
1914, a German-Portuguese group, backed by the large 
German banks and shipping companies, and possessing 
official consent, began the execution of a plan to join the 
railroads of German South Africa to the small railway 
running to the port of Mossamedes in Angola and to de¬ 
velop that port.^^ Thus the German Government was 
strengthening by economic enterprise the plan of ultimate 

27 The Zambesia Exploring Company was a financial trust with a 
large interest in the Benguella Railway, the Tanganyika Concessions, 
L’Union Miniere and the Rhodesia railways. 

28 Quoted by G. L. Beer in African Questions at the Peace Confer- 
ence (New York, 1923), pp. 108-109, from R. Williams in the United 
Empire, July, 1917. In a report on the subject made to the annual 
meeting of the Tanganyika Concessions, Ltd., July 22, 1914, Williams 
declared that control would not be given up, but that half control might 
be conceded on suitable terms. 

2» E.g., the Norddeutscher Gazette, June 1, 1914, and in the careful 
study of M. Salesses, O4ographie, May 15, 1914. 

so An English company, the Angola Exploration Company, however, 
held at the time an option on 100,000 shares of the Mossamedes Com¬ 
pany. 
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political control for which arrangements were made in the 
Anglo-German convention of 1914/^ 

Germany had grown impatient of waiting for Portugal 
to pledge her colonies in return for a loan, or to cede them 
in the event of default. In fact Portuguese government 
finances were beginning to improve. Thus proposals were 
made for a revision of 1898 conventions which would pro- 
yide greater opportunity for asserting control. British 
consent was secured and the secret draft treaty was ini¬ 
tialed in 1914. The share assigned to Germany was en¬ 
larged, and extended to include the islands of San Thome 
and Principe lying north of the equator. The conditions 
justifying intervention were so vaguely phrased as to 
permit almost any difficulty to be taken as a reason for 
intervention. So in effect wrote Lichnowsky, the German 
Ambassador in London: 

Cases had been specified which empowered us to take steps 
to guard our interests in the district assigned to us. They 
were couched in such vague terms that it was really left to 
us to decide when “vital” interests arose, so with Portugal 
entirely dependent upon England, it was only necessary to 
cultivate further good relations with England in order to 
carry out our joint intentions at a later date with English 
assent.®^ 

From the same pen came the judgment that “it might 
also become easy to give practical application to the para¬ 
graph about the endangering of important interests 
through maladministration once we have proceeded with 
energy to the creation of economic interests, especially in 
railway matters.”^® From the opening of the negotiations 

81 Lichnowsky, op. cit., p. 312, prints a letter from the German Minis¬ 
ter at Lisbon which states that “there can be scarcely any doubt that 
the financial world was encouraged to make the investments because it 
was led to assume that the conclusion of the treaty with England could 
be regarded as certain. 

•2 Ibid., p. 60. 


83 Ibid., pp. 274-276. 
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the German Government had proceeded to the creation of 
these interests with avid energy and purpose. 

Great Britain by this agreement abandoned—at least 
seemed prepared to abandon—a small and defenseless ally. 
Sir Edward Grey probably conceived it as a means of pro¬ 
moting conciliation with Germany without sacrificing any 
essential British interest; in fact, the expected end would 
bring valuable territorial accessions to Great Britain. It 
might have appeared like weak and muddled sentiment to 
continue to support a colonial administration as inhumane 
and withering as the Portuguese. The recent conduct of 
that administration had roused the indignation of the 
world. The treaty was never ratified. Sir Edward Grey 
insisted upon pubheation as a condition of ratification. 
Germany was afraid that publication would make its plans 
more difficult. Perhaps Sir Edward Grey had counted 
upon that fact. The outbreak of the war ended the dis¬ 
cussions. The whole course of financing of Portugal and 
the Portuguese territories indicated how, in an area which 
is the object of political ambitions and which is directed 
by a government incapable of undertaking its proper de¬ 
velopment, the movement of capital from outside is 
dominated by political considerations. The banks and in¬ 
vestors played a secondary role in the shaping of events. 
But still, financial failures, which might have cost a state 
of more primitive civilization its independence, were per¬ 
mitted Portugal because of its historic place in the Eu¬ 
ropean world. 



CHAPTER XII 


THE FINANCING OF THE BALKAN STATES 

F rom the time of their liberation from Turkish 
rule, the Balkan states—Greece, Roumania, Bul¬ 
garia, Serbia—were borrowers. All of them en¬ 
deavored to build railways within their territories and to 
join these railways with the systems of neighboring coun¬ 
tries. Because the location of these railways was sometimes 
decided by military considerations, not economic calcula¬ 
tions, because com{)lcte national control of rate and traffic 
policy was desired, the governments put upon their state 
budgets the financial burdens of construction or of acqui¬ 
sition. Heavier than the cost of railways, however, were 
the costs of war preparation and war. These and, all too 
often, lax budget administration, made budget deficits the 
rule rather than the exception, and kept the finance minis¬ 
ters busy with the problem of securing loans. 

The credit of all the governments was doubtful (except¬ 
ing Roumanian before the Balkan wars) despite the in¬ 
centive provided by the fact that a sound debtor could 
borrow more than a shaky one. Three of the Balkan states, 
either to avoid bankruptcy, or as a consequence of it, had 
to enter into arrangements wherel)y their creditors were 
given a measure of control over the revenues pledged to 
the payment of the bonds they held. Relatively little for¬ 
eign capital entered into private industrial enterprise in 
these countries, desjhte their proximity; probably not as 
much as a billion francs of foreign capital was so invested 
in their domains. Germany and Austria-Hungary, whose 
trade activity throughout the region was great, were, up 
to the nineties, the chief source of capital for both govern¬ 
ment and private enterprises. But the losses experienced 
through defaults, and the doubts entertained about the 
political tendencies of the borrowers, caused German lend- 
ing to governments to decline rather than increase. Ger- 
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man investment in banks and industrial establishments, 
especially in Bulgaria and Roumania, continued to grow 
however. British investors continued to give support to 
Greek loans. But the French became the chief purchasers 
of the bonds of the Balkan governments, passively buying 
the offerings of their banks, and finding assurance in the 
revenue controls established and in the increasing political 
influence which their government and the Russian Gov¬ 
ernment were acquiring. French financial syndicates took 
the lead also in most of the important new projects of 
railway construction under consideration before 1914. 

Each of the Balkan states cherished enmities and ambi¬ 
tions from the day they were established as independent 
states. These dominated their thoughts and their financial 
actions. The governments of the lending countries watched 
each movement, each turn of relationship. Sometimes they 
sought to make use of these rivalries for their own political 
advantage; sometimes they tried to d'seover means of rec¬ 
onciliation, for each Balkan quarrel drew the greater 
powers near to war. Thus each lending state exercised 
supervision over the negotiations between its banks and 
the Balkan countries. The purposes of the supervision 
wavered with the intentions and calculations, the fears and 
the desires of each lending state. Now a veto was imposed 
upon loans to a government whose policies were deemed 
hostile; now permission was freely granted in return for 
economic or political concessions; now it was reluctantly 
given lest refusal cause the borrower to make concessions 
elsewhere; now hesitating banks were urged to make a 
loan as a means of binding an alliance. Each of the lending 
countries on the whole wished peace to prevail in the 
Balkans, but each had unrevealed desires somewhere in 
the strains of national hope, and each was suspicious of 
the others. Thus since they could never agree upon and 
enforce a permanent territorial scheme in the Balkans, 
and since the Balkan states shifted their friendship with 
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cunning self-interest, tlic control over loans did not in the 
long run serve general beneficial and peaceful purposes. 

Even when control was exercised for such purposes it 
was defeated. Thus France, both before and during the 
Balkan wars, was consistent in its refusal to grant official 
listing to the loans of any Balkan Government. But both 
before and during the first Balkan war the allies against 
Turkey found credit in France as well as in Germany, 
Austria, England, and Russia. Banks made advances to 
be repaid out of loans to be issued after the conflict was 
ended; armament firms took bonds in payment for their 
product. Turkey resorted to the same markets and the 
same firms. Besides she drew upon those institutions which 
were connected with her financial destinies. The Banque 
Imperiale Ottomane, the National Bank of Turkey (con¬ 
trolled by British capital), the Bagdad Railway, the In¬ 
ternational Financial Commission, and the Turkish To¬ 
bacco Monopoly all found it prudent to respond to 
Turkish demands.^ Again in March, 1913, Sir Edward 
Grey, when plans for the peace conference after the first 
Balkan war were being discussed, tentatively suggested 
that there should be an international agreement to with¬ 
hold funds from all the belligerents until affairs were 
settled.^ The French Government was obstructing all pub¬ 
lic loans but still some French banks had helped Serbia 
and Bulgaria. This fact the German Secretary of Foreign 
Affairs stressed while indicating sympathy with Grey’s 
proposal.^ But the German Government had not long be¬ 
fore indicated to the Deutsche Bank, which was refusing 
all requests before peace was concluded, that it would not 
oppose an advance to Turkey because of the possibility of 
a military breakdown in that empire.^ Under these circum- 

1 Le March4 Financier, 1913-14, p. 761. 

2Z)w Oro88e Politik, Vol. XXXIV, Nos. 12962-12963 

3 Ibid. 

^Von Wangenheim, German Ambassador in Constantinople, had held 
out the hope of an advance of half a million pounds in return for the 
concession for the local subways (The M^ropolitain). The Turkish Gov- 
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stances agreement was impossible. The Balkan states con¬ 
tinued to be able to secure credit throughout the second 
Balkan war. 

Upon its conclusion Russia took the lead in trying to 
establish an international financial boycott against Tur¬ 
key with a view of forcing her to quit Adriano])le. The 
Tobacco Monopoly, however, continued to pay instalments 
under its contracts, under penalty of losing its conces¬ 
sion if it refused. The Austro-Hungarian Government, to 
whom the Russian Government applied because Austro- 
German institutions held share control, shifted the burden 
of responsibility to France since the direction of the busi¬ 
ness was in French hands. Russian effort died in the face 
of the hesitation of the other governments. Turkey re¬ 
tained Adrianople.'^ 

Teace was finally arranged in August and September, 
1913. Sucking their wo\inds, counting their debts, all the 
participants turned to the continental money markets. 
Under the scanning eye of the Russian Ambassador, and 
the promptings of the armament firms, Serbia, Roumania, 
Greece, and Turkey made terms in Paris. The last two 
immediately turned part of what they could spare from 
the payment or neglect of old debts, to the purchase of 
equipment for a fresh test of force with each other. Bitter 
at defeat, Bulgaria decided to give her ])ledges in Berlin 
rather than in Paris, as a step in that alliance which was 
to bring her into the (ireat War on the side of the Central 
Powers. 

The outside larger powers were adding to their military 

ernment granted the concession, but the Deutsche Bank refused the 
advance, stating that it had promised such advance only after the con¬ 
clusion of peace. The ambassador attributed the refusal to an agree¬ 
ment between French and German banks not to come to the aid of 
Turkey till peace was sighed. Osterreich-Ungarns Aussenpolitik, Vol. 
V, Nos. 6661, 5681, 6692. 

^ Osterreieh-lJngarns Aussenpolitik, Vol. VII, Nos. 8397, 8404, 8422, 
8427, 844:^, 8468, 8482, 8503. The Austro-Hungarian, German, and French 
governments alike declared themselves to be powerless. The last two 
feared the financial breakdown of Turkey and loss to their investors. 
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forcGvS and straining their financial resources to do so. 
They were divided by alliances for which new accessions 
were eagerly sought. Their cries of hostility were being 
borne off to make the future whirlwind. How^ was it pos¬ 
sible then to create a general understanding regarding 
loaning policy tliat might contribute to the maintenance 
of peace in the Ilalkans? Some secret plans, it is true, were 
^being discussed wliich migJit contribute to tliat end—the 
internationalization of control of the Balkan railw^ays, 
and the division of economic opportunity in Turkey. But 
these also succumbed to the blight. 

The Great War came. The financing of the Balkans 
proved to be a disaster to the whole wide world. Peoples 
had been too ready to hate, investors too shortsighted, 
banks too intent on special gain, armament firms too 
smirched by the nature of their business, governments too 
unsure, fallible, and deceitful. 

SERBIA IS ASSISTED TO RISE 

Serbia was born as an independent state as a result of 
the Treaty of Berlin of 1878. When the infant state first 
opened its eyes its glance fell upon the creditors assembled 
about its cradle. The war of independence had been fi¬ 
nanced by two loans from Russia, a forced domestic loan, 
and by requisitions still unpaid; in all, though, hardly ten 
million francs. Within fifteen years the new state was to 
exhaust its credit and enter into composition with its 
creditors. 

The early borrowing was done in Austria, Germany, 
and France. The Austrian and German governments en¬ 
couraged the recourse to their investors.^ Serbia had in 
1881 bound herself by a secret treaty of alliance of ten 
years’ duration with Austria-Hungary. The Treaty of 
Berlin had provided for the construction of new railway 
lines in Serbia to create a continuous line from Constan¬ 
tinople to Vienna. The necessary construction was financed 

6 Oetchichte der Frankfurter Zeitung, pp. 685-686. 
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by a loan which tlic Austrian (Tovernn^ont aided .v.'rbia to 
secure from the Landerbank and L’ldiion (dhu'raled 
Throughout the reign of King Milan, and up to the 

Vienna banks remained willing lenders to Sta bia. TIk' loan 
of 1890 was used to buy back the salt monopoly; that of 
1893 to consolidate the floating debt. In the 1890 loan 
the Trench bank of Iloskier particif)ated as well as the 
Austrian and German banks. In the 1893 loan the Banque 
Imperiale Ottomane took a share. This borrowing outran 
the state’s financial resources. The emission price of each 
new loan fell below that of the last, until the effective in¬ 
terest cost was over 8 per cent. For each loan some definite 
revenue was pledged or some railway ])roperty mortgaged. 
Under the terms of the loans contracted, it was arranged 
that various pledged revenues from railways, stamp, and 
liquor taxes should be paid directly into a special ‘‘caisse” 
which was controlled jointly by the rc])resentatives of the 
government and the bondholders. The Tobacco Monopoly 
was ceded to the Wiener Bankverein from which it was 
later repurchased at a handsome profit to the institution. 

Even these loans did not suffice to meet deficits and a 
large floating debt accumulated. By 1895 bankruptcy im¬ 
pended. The inexperience and financial irresponsibility of 
the country had been evident from the beginning, yet the 
banks had taken the risks for profit and the investors had 
followed them. Any independent state can buy enough 
rope to hang itself, if it will pay enough. The German 
banks took the lead in demanding some measure of super¬ 
vision. Between 1873 and 1895 Serbia had accumulated 
an indebtedness of over 350 million francs. 

After some preliminary difficulty a loan was negotiated 
to convert almost all of the old debts into a new one carry* 
ing smaller interest charges, and to enable the treasury to 
meet its most urgent needs. The revenues pledged to the 
loan service were put under a separate administration in 
the direction of which creditors’ representatives shared. 

7 G. Y. Devas, La NouvelU Serhie (Paris, 1918), pp. 246-247. 
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From this experience Serbia was to go on, not in a more 
sober fashion but in a more expansive one. The increase 
which this control and economic development brought in 
ability to get credit, was not neglected. The task of ex¬ 
tending the railways was undertaken with energy. More 
costly still were the ambitions for a greater Serbia, a 
larger and more powerful national state. The cost of de¬ 
fense or aggression in that belligerent Balkan world con¬ 
tinued to outrun the budgetary resources. Foreign lenders 
continued to supply the balance, finding assurance, despite 
all the noise and rumor of strife, in the Serbian govern¬ 
ment promise, in their own government’s power to protect 
them from loss, and in Serbia’s conscientious application 
to her economic tasks. After the termination of the Balkan 
wars the Serbian Government owed its foreign creditors 
over 900 million francs, and the debt service took over 
30 per cent of its public revenue.® 

As Serbian policy had come into accord with Russia 
after 1903, French banking relations with Serbia had 
grown intimate and dominant. All the large loans of the 
later years were issued in France; Germany shared only 
in the largest of them in 1909. The loan of 1906 went to 
France after a struggle of influence. As first arranged, 
Austrian and German banks were to have taken part of 
this loan, but they withdrew. Inability to agree upon the 
distribution of armament orders was certainly one of the 
causes of this decision. That question had been one of the 
issues creating dissension between the Serbian and Aus¬ 
trian governments. The latter, believing its armament 
manufacturers were being unjustly treated, had demanded 
a share of all orders as the condition of a commercial 
treaty.® The Serbian refusal may have been in part de- 

8 The reports of the British Minister to Serbia on the finances of 
that country, published somewhat irregularly in the British Consular 
and Diplomatic Reports, are a useful running commentary on the situa¬ 
tion; M. Simitch, La Dette Publique de la Serbie (Paris, 1925), is a 
good detailed history. 

^British Documents, Vol. V, No. 130. 
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termiiicd by tlie necessity of g'iving tiicse ord-‘rs ^ > i rencli 
firms as a condition of securing fisting for tlie i(jan in 
Paris.In the upshot botii loan and armament orders 
were ])laced in Prance. This loan served to enable Serbia 
to resist Austrian commercial demands and to wage a 
tariff war, momentous in the antagonisms it aroused. Ser¬ 
bia fought to escape from economic dependence upon the 
Austro-Hungarian Empire. 

In 1909 the Serbian Government borrowed again chiefly 
for the purchase of armaments and other war materials. 
The Austro-Hungarian Government was gravely dis¬ 
turbed at the prospect of financial strengthening of its 
small but determined neighbor, who was at the time 
clamoring to be compensated because the Dual Monarchy 
had annexed the provinces of Bosnia and Herzegovina. 
Repeatedly its diplomatic representative at Paris was in¬ 
structed to make the French Government realize that the 
extension of a loan to Serbia without clear guaranties that 
the proceeds would not be used to augment Serbian mili¬ 
tary strength, would be regarded in Vienna as an un¬ 
friendly action. Caillaux endeavored to quiet Austrian 
fears by showing how little of the loan proceeds would be 
available for new munitions purchases, and by emphasiz¬ 
ing the French financial interest in undisturbed peace.^^ 
The French Government did not find it inconsistent with 
these assurances, however, to urge its armament manu¬ 
facturers to meet the terms offered by Krupp, in whose 
behalf the German Government had intervened.^* 

During the Balkan wars, though the French Govern¬ 
ment in accord with it^; express policy did not permit any 
public loan, French banking syndicates furnished Serbia 

10 A. Andr^ad^s, “Les Finances Serbes,” Revue tconomique Inter¬ 
nationale, 1909; British Documents, Vol. V, No. 140. 

Osterreich-Ungams Aussenpolitik, Vol. II, Nos. 1646, 1668, 1669, 
1690. France was sincerely desirous of seeing Austria-Hungary and 
Serbia come to terms. 

12 Rapport de la Commission du Budget, Affaires ttranghres, Exercice. 

mm ^ f > 
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short-time advances in return for the promise of a con¬ 
cession of part of the projected Danube-Adriatic railway 
line/^ Even after the termination of the Balkan wars the 
French Government hesitated to permit new borrowing, 
afraid that some Serbian action might start war anew. 
The banks tended to support this policy but the armament 
^rms kept up their competition.^^ 

Late in 1913 permission to contract a long-term loan 
was finally given in response to Russian persuasion. But 
the French Government still fearing the outbreak of an¬ 
other conflict conditioned its consent upon the evacuation 
of Albania and the settlement of frontier difficulties. The 
Russian Foreign Minister, SazonofF, informed the Czar 
in November, 1913, that he, Sazonoff, had induced the 
French Minister of Foreign Affairs, Pichon, to get the 
bankers to float the Serbian loan so that Serbia would be 
stronger in the event of war.** The resources of the Paris 
market were insufficient at the time to make the loans that 
were being sought; every government of Eastern Europe 
was waiting its turn to borrow. Russia stepped aside to 
give Serbia preference lest that country be compelled to 
default on its debt.*® The loan was issued in January, 
1914. It enabled the Serbian army to take the field again. 

creditors’ control in SERBIA 

Serbia, in return for the consolidation loan of 1895, 
undertook to put under a special regime those of its 
sources of revenues which were specially pledgcxl to meet 
the service of this loan. These, then, would not flow into 
the treasury in the ordinary way and would not be at the 
free disposition of the government. It might use the rest 
of its budget receipts freely, overspend and accumulate 
deficits, but the bondholders would receive payment never¬ 
theless. This scheme was put into effect by the law of 
1895 which created a Monopolies Administration. The 

18 Livre Noir, II, 49. i4 Economist, October 4, 1913. 

Livre Noir, II, 117, 360 et seq. Ibid., p. 174. 
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establishment of this body was made the subject of official 
communications to the interested powers who took note 
thereof, thereby indicating that their protective eye fol¬ 
lowed their investors’ welfare. The law creating the Ad¬ 
ministration, as Serbia acknowledged in a later communi¬ 
cation to the French Government, partook of the character 
of an international act. 

The Monopolies Administration was directed by a Coun¬ 
cil of Six, two Serbs appointed by the Serbian Minister 
of Finance, two representatives of the bondholders, and 
the president and vice-president of the Serbian National 
Bank. The bondholders’ representatives were in fact ap¬ 
pointed by the Banque Imperiale Ottomane and the Ber¬ 
liner Handelsgesellschaft. The French member of this 
commission attained inside place in Serbian official circles 
and had an important part in shaping Serbian public 
policy. Under the direction of the Monopolies Administra¬ 
tion there were put the tobacco, salt, and petrol monopolies. 
To it also were paid the liquor taxes, certain stamp taxes, 
and the pledged railwa}^ and customs revenues. It held 
the power to determine the general policy of the monopo¬ 
lies, their purchases and sales, their budget. Subordinate 
officials were appointed jointly by the administration and 
the Ministry of Finance. The presence of bondholders’ 
representatives guarded against corruption and ineffi¬ 
ciency. The Serbian Government feared little to put so 
large a part of its revenues under this control, not only 
because of its representation on the administration, but 
also because of the general powers of supervision it re¬ 
tained under the law. Government and administration ad¬ 
justed their wishes amicably, though the bondholders’ 
representatives must have witnessed the growth of the debt 
with some anxiety. 

The net yield of the monopolies and pledged revenues 
grew, but no more rapidly than the claims upon them.'^ 

Compiled from Simitch, op. cit., and O. Wormser, Les Fonds Serhes 
(Paris, 1910), and the British Consular and Diplomatic Reportf. 
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AMOUNT 


Year 

(millions of francs) 

Net yield 

The 'public monopolies 

debt of Serbia administration 

Needed for 
debt service 

1896 

369.2 

18.6 

16.7 

1900 

422.4 

25.7 

17.3 

1905 

461.6 

32.6 

20.2 

1910 

672.2 

39.0 

30.7 

1913 

659.0 

43.4 

32.3 

1914 

903.0 (approx.) 

45.0 (approx.) 


As new loans were contracted, additional revenues were 
placed under the Council’s control. There can be little 
doubt that in the light of the financial exigencies of the 
Serbian Government it was only the existence of the 
Monopolies Administration that prevented irregularities 
in the payment of the debt service. On the other hand, it 
was only its existence that enabled Serbia to find pur¬ 
chasers for its later loans. In 1909 and 1914 default was 
avoided by new borrowing. The administration after all 
could only manage its business of revenue collection; it 
could do nothing to smooth or constrain the political 
storms midst which it lived. That is the business of gov¬ 
ernment, not of debt-safeguarding. Whether the course of 
world affairs would have been more advantageously served 
if no such institution had been created to augment Serbia’s 
borrowing power, is a question without answer. Whatever 
answer might be given, it would be applicable to the whole 
financing of the Balkan region by outside capital. All was 
fuel for the campfires of antagonistic states. 


THE DEVELOPMENT OF ROUMANIA 

The credit of the Roumanian Government stood higher 
before the war than that of any other Balkan Government 
although it applied with sufficient frequency to Berlin and 
Paris, and occasionally to London. Up to 1913 most of the 
proceeds of its borrowing were used for productive pur¬ 
poses, and the debt service was met with regularity. Well 
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over half the capital obtained was used for the repurchase 
and construction of railways, much of the rest for roads, 
docks, and agricultural credit. Austrian and German in¬ 
vestors supplied most of the funds, though in the nineties 
French participation became increasingly important. In 
1899 the French Government imposed conditions upon a 
projected loan in Paris which caused Roumania to have 
recourse to Berlin contrary to its intention. But after the 
Roumanian Government had agreed to submit to arbitra¬ 
tion a dispute concerning the treatment of a French enter¬ 
prise which had been engaged in port construction at 
Constanza, French finance was permitted to participate 
in the loan.^® Beginning in 1912, when Kou /ianian policy 
shaped itself toward Russian, German inve^ iors began to 
dispose of their securities. Still, the large 1913 h/an oc¬ 
casioned by mililary expenditures was issued mainly in 
Berlin. At the outbreak of the Great War, Roumanians 
external debt was about 1.7 billions of francs of which 
it was estimated 52 per cent was field in Germany, 32 per 
cent in France, 5 per cent in Belgium, and 11 per cent 
in Roumania.^* Virtually all the loans were contracted at 
an effective interest cost of about 5 per cent. Such reve¬ 
nues as were designated as special loan guaranties re¬ 
mained under Roumanian control and were collected by 
the treasury in the ordinary way. 

Both German and French capitalists acquired extensive 
private interests in Roumania, in some of which in fact 
the two groups cooperated. German capital financed the 
government purchase of railroads. It founded in 1895 the 
Banca Generala Romana to handle the financing of com¬ 
merce and the development of Roumanian industry. Aus- 

i»R. Pinon, VEurope et la Jeune Turquie (Paris, 1911), p. 44L 

19 S. Radulesco, La Politique FinancUre de la Roumanie (Paris, 
1923), p. 87. Estimates for earlier years, confirming the Importance of 
German holdings, are given by Xenopol, “La Richesse de la Roumanie,’* 
in Le Mouvement ^conomique, May 1, 1907. In April, 1907, the foreign 
debt annual charge was about 92 mUlion francs of which 42.8 were paid 
in Berlin, 6 in Frankfort, 23 in Paris, and 9 in Roumania. 
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trian capital established the Banque de Credit Roumain. 
In the Banque Marmorosch Blank, Austrian, German, 
and French capital shared, as they did also in the Banca 
Commerciala Romana.^° It was the first of these particu¬ 
larly which brought Roumanian securities to Berlin 
through the two banks which were its parents, the Dis- 
konto-Gesellschaft and Bleichroder. The Diskonto ac¬ 
quired the concession for the tobacco monopoly. German 
finance led, too, in the development of the Roumanian 
petroleum resources, holding shares and directorships in 
the many companies which they united in 1907 in the 
Allgemeine Petroleum Gesellschaft. Companies directed 
from Berlin engaged in the lumber and textile industries, 
built branch plants to manufacture locomotives and 
electrical equipment. German mechanics, executives, and 
engineers directed the daily operations of all these enter¬ 
prises. French financial interests supported similar un¬ 
dertakings on a smaller scale. The Roumanians, looking 
back, now tend to describe this activity of German capital 
as an attempt at domination. That is a matter of phrase¬ 
ology* The German lenders hoped to strengthen German 
industry by sales to Roumania, by profits derived from 
Roumanian undertakings and by the sources of raw ma¬ 
terial developed. Beyond that it was thought that the 
growth of financial and business interest within Roumania 
would bind that country to Germany in political affairs. 
In the latter expectation Germany was disappointed. The 
political ambitions of Roumania were better served by 
another course, and the economic affiliation was cast aside. 

The negotiations incident to the flotation of the govern¬ 
ment loan of 1913 illustrate the political considerations 
which entered into such transactions in all the Balkan 
states. For some years previous the Paris market had been 
closed to Roumanian loans because of the secret alliance 

20 p. Kastris, Let Capitaux tirangert dant la Finance Roumaine 
(Paris, 1921). 
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of that country to the Central Powers.In January, 1913, 
when the Deutsche Bank offered the Comptoir D’Escompte 
a third of the loan it was then negotiating, the French 
Government induced that institution to reject the pro¬ 
posal, noting that the funds were to be used for military 
purposes/^ The refusal was repeated in July, 1913, in 
accordance with FrcncK policy of not permitting public 
loans to the Balkan governments during the Balkan 
wars.^* In September, 1913, the Roumanian delegate to 
the peace conferences assured M. Poincare that Roumania 
would not be “in the enemy’s camp.”^* What the exact 
force of the declaration was—assuming it was made, and 
whether it was taken by Poincare as significant, or merely 
as a step in the loan negotiations—remains a matter of 
doubt. However that may be, the Roumanian Minister of 
Finance discussed terms with the French banks under the 
approving eye of the Prime Minister.^® The French Gov¬ 
ernment believed the business arranged. Then to its dis¬ 
agreeable surprise it was informed that the loan had been 
contracted for in Berlin largely because of the negotiating 
aptitude of the German Ambassador.^® The current ex¬ 
planation was that the French banks would not contract 
for the full sum asked by Roumania. The Russian charge 
d'affaires at Paris cast the blame upon the officiousness of 
one of the department heads in the French Ministry of 
Finance. M. Paleologue, in charge of the Political Bureau 
of the Foreign Office, whom the Russian charge d'affaires 
reported to be ])erturbed by the incident, and regretful 
that he had no greater power over the banks, explained it 
by German exploitation of French cupidity.But in the 

21 T. Jonescu, Some Personal Impressions (London, 1910), p. 9; Livre 
Noir, II, 157. 

22 IhuL, II, 14. 

23 Documents Diplomatiques, Affaires Balkaniques, 1912-1 A, Vol II. 
No. 369. 

2* Jonescu, op. cit., p. 11. 25 Lxvre Noir, II, 157. 

20 7)^6 Grosse Politik, Vol. XXXIX, Nos. 15796 et seq. 

27 Livre Noir, II, 165-168. 
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opinion of the Russian official, the fault was really that 
of the press which he declared to be entirely in the pay of 
the banks. A week after the announcement that a contract 
had been signed in Berlin, the Roumanian Government 
pro})osed that the loan be divided between Paris and Ber¬ 
lin. But the French Government, being informed that tlie 
German market was in no condition to purchase the loan, 
refused the arrangement. Additional reasons for its de¬ 
cisions were that the loan would go in part to discharge 
short-time debt held by the German bankers and to pay 
for armaments bought in Germany. The loan was issued in 
Berlin, London, Brussels, and Amsterdam. 

But despite this service of Berlin, the Roumanian Gov¬ 
ernment continued to direct its actions in accord with 
Russia. When the war came, the activities of German capi¬ 
tal within its borders were denounced. The financial and 
industrial connections with Germany did not shape Rou¬ 
manians ultimate political decisions. 

THE FINANCING OF BULGARIAN AMBITIONS 

Virtually every loan which was meide to the Bulgarian 
Government was the cause or occasion of intricate diplo¬ 
matic negotiations; each was an item in the calculations 
of opposed alliances. 

The Bulgarian state wrested autonomy from Turkey in 
1878, and complete independence in 1908. The foreign 
government debt, contracted mainly in Vienna and Berlin, 
grew rapidly between 1886 and 1902. Of all available 
markets for Bulgarian securities during this period Vienna 
was on the whole most reliable. Berlin gave thought to 
Russian wishes in passing upon the Bulgarian requests. 
In 1889, for example, the Berlin Stock Exchange refused 
to list a Bulgarian loan then under consideration; Bis¬ 
marck did not want to flout further Russian feeling. The 
loan was contracted in Vienna, though the Russian gov¬ 
ernment issued a public circular charging that it was a 
breach of the Treaty of Berlin. The proceeds of the early 
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borrowing for which an effective interest of over 7 per 
cent was paid, were used to acquire a railway system, to 
found and support agricultural banks, and to sustain a 
growing army. By 1901, credit exhausted and deficits 
continuing, the government sought a consolidation loan. 

French bankers undertook the transaction and in 1902 
a large loan was issued in Paris and London. Thereafter 
Paris became the first resort of the Bulgarian Govern¬ 
ment though other money markets were not spurned. 
Under the provisions of this 1902 loan the revenues 
pledged to the debt service were placed under the indirect 
control of the lenders. In 1904? and 1907 new loans were 
contracted 'through the same syndicate and the control 
arrangement was extended. These loans served to pay for 
military supplies, for railways, and for general govern¬ 
ment expenditure. In 1908-9 Bulgaria became indebted to 
the Russian Government. As indemnity to Turkey for sei¬ 
zure of the lines of the Oriental railway within Bulgarian 
territory, and for the Turkish state property in Roumelia 
which it annexed, and for various other purposes, 125 
million francs were required. The investors of Western 
Europe were not eager to supply them. To the Russian 
Government, stirred up by the Austrian annexation of 
Bosnia and Herzegovina, the opportunity presented itself 
of proving itself friendly to Bulgaria. Turkey was under 
the obligation of making annual payments to Russia as 
a consequence of past defeats. Now Russia released Turkey 
from the payments and accepted Bulgaria as debtor in¬ 
stead. Bulgaria was enabled to defray the expenses of its 
assertion of national independence. But the attainment of 
this object was followed by an increase in government out¬ 
lay, not a decline. 

Bulgaria continued to augment its military establish¬ 
ment and extend its railway plans. Its budget continued 
in deficit; its floating debt widened in circulation. When 
long-time loans could not be arranged, short-time advances 
were secured from the State Bank of Bulgaria, from for- 
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eign armament firms and banking syndicates. The con¬ 
flicts with Turkey and its Balkan neighbors were in the 
making. In the autumn of 1913 a disappointed Bulgaria 
faced bankruptcy unless it could secure a loan to meet the 
pressing creditors who held its maturing promises. A loan 
was arranged in Vienna and Berlin after a struggle of 
influences which divided political parties within the state 
and called into action the diplomatic powers of the com- 
ipeting alliances. War came again before it could be issued. 

The Bulgarian Government debt in 1914 approximated 
850 million francs.^® Yet this total was not too great for 
the capacity of the country, given peace and the produc¬ 
tive employment of the borrowed resources. But these con¬ 
ditions were not achieved. Investors underestimated their 
importance, passed them over till the final calamity came 
which destroyed vaster hopes and interests than their own. 
Their investment was a political transaction rather than 
an economic one, though only official circles fully recog¬ 
nized that fact. 

Besides the purchase of government loans, foreign 
capital sought profitable opportunity in the foundation 
of banks and industries in Bulgaria, especially Austrian 
and German capital. But the amounts ventured remained 
small.Anxieties regarding the political outlook con¬ 
stantly obstructed the activity of private financial enter¬ 
prise and technical skill in Bulgaria. 


28 K. C. Popov, La Bulgarie flconomique (Sofia, 1920); Le MarchS 
Financier, 191^14, p. 757. The increase in debt was approximately as 
follows: 


Year 

Millions of gold francs 
Total debt Debt service 

P^r cent of govern¬ 
ment revenue 

1887 

26.4 

2.1 

4.0 

1900 

205.6 

24.6 

30.0 

1905 

359.7 

31.3 

26.0 

1911 

633.2 

39.9 

20.0 

1914 

850.0 

62.0 

30.0 


29 Popov, op. cit., estimates that this investment in private enterprise 
totaled in 1911 only 41.6 million francs of which 15 million were invested 
in banks. 
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THE FRENCH GOVERNMENT VACILLATES 

The Bulgarian Consolidation Loan of 1902 was bought 
chiefly in Paris. The French became the leading creditors 
of Bulgaria. The Banque de Paris et Pays Bas, which 
negotiated the 1902 loan, was the power which exercised 
the control created in accordance with the terms of the 
loan. This French bank maintained intimate touch with 
the Bulgarian Government; it founded a subsidiary bank 
in Bulgaria and a mortgage bank. But the French Gov¬ 
ernment stepped in to guard and check the course of Bul¬ 
garian borrowing. It wavered between distrust of Bul¬ 
garian leanings toward Germany, hope of weakening these 
leanings by extending financial favors, and fear of in¬ 
creasing them if it too steadily blocked Bulgarian borrow¬ 
ing. The wiles of the Bulgarian monarch kept French 
diplomats in a state of indecision as that monarch knocked 
first on one financial door, then on another. No gratitude 
certainly was to be gained from that too clever ruler of 
too turbulent a nation. The record is for France full of 
vexatious failure. 

Of the 1904 and 1907 loans, Paris took the major share, 
being assured in each case that the war materials, for which 
much of them was spent, would be bought from Creusot. 
In 1909 when the Bulgarian Government sought to borrow 
without granting special guaranties in the form of con¬ 
trol, the Banque de Paris et Pays Bas stepped aside. When 
the Credit Mobilier came forward, the French Govern¬ 
ment checked its move by refusing to grant listing on the 
Paris Bourse. Political considerations may have entered 
the decision as well as prudential ones. Probably too the 
demand for orders for French industry was not satisfied. 
The loan was finally issued in Austria, England, Holland, 
Switzerland, and Belgium. It was admitted to listing in 
Vienna, but for the time being refused listing in Berlin. 

In 1911 Bulgaria wished to borrow once more to con¬ 
solidate floating debt, to meet the expenditures of mili- 
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tarj preparations, and to extend its railways. Negotiations 
begun in Paris again failed of success in much the same 
way and for much the .same reasons as in 1909. The year 
after, Bulgaria was again back in the Paris market. This 
time, March-June, 1912, it had in its negotiations the 
support of the Russian Government, which had made ad¬ 
vances through its state bank, and which stood sponsor for 
the secret Balkan Alliance, which had been signed. “You 
know,” the Russian Minister of Paris wrote to his govern¬ 
ment on June 7, 1912, “he [M. Poincare, Prime Minister 
and Foreign Secretary] said to me that the French Gov¬ 
ernment is disposed to facilitate the Bulgarian loan in 
Paris only because the Russian Government declared to it 
that Bulgaria, after forming a secret agreement with Ser¬ 
bia, had firmly decided to ally itself with the Entente.’”® 
Poincare, who formerly opposed the transaction and had 
intervened personally with the Banque de Paris et Pays 
Bas, switched his position and agreed in principle to the 
loans. But a few weeks later he returned to his original re¬ 
fusal.” King Ferdinand’s visit to Berlin and Vienna, 
where he was received with conspicuous honors, roused 
French fears afresh, and it was suggested to the Russian 
Government that before Bulgaria was given aid, further 
assurance should be obtained of Bulgarian policy. 

The French Government persisted in its stand through¬ 
out 1912. A full knowledge of the terms of the Serbian- 
Bulgarian Treaty led Poincare to reaffirm his refusal. The 
agreement seemed to be but preparatory to the declaration 
of war against Turkey, and I’oincare wanted to maintain 
peace in the Balkans.” His judgment was correct; within 
a few weeks war was proclaimed. During the six months 

80 Livre Noir, I, 283. 

and E. Judet, George Louis (Paris, 1926), pp. 196-196; R. 
Poincar^, An Service de la France, II, 200; Die Orosse Politik, Vol. 
XXXIII, No. 12069. 

Die Orosse Politik, Vol. XXXIII, No. 12261; Documents Diploma- 
tiques, Les Affaires Balkaniques, 11)12-1914, Vol. I, Nos. 74, 76, 107; 
Osterreich-Ungarns Aussenpolitik, Vol. IV, Nos. 3736, 4028. 
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of conflict (October, 1912—May, 1913), the French Gov¬ 
ernment refused to sanction the admission to official listing 
of any Bulgarian loans. But French banks made advances 
to pay for munitions purchased in France as did also the 
German and Russian banks. 

The conclusion of fighting in this first Balkan war 
found Bulgaria seeking in Paris further advances on a 
future loan while refusing to accede to the Russian judg¬ 
ment of the distribution of conquered Turkish territory 
among the Balkan allies.The French Government would 
not permit the advances.'^® Upon the conclusion of the 
second Balkan war (July-August, 1913) a defeated Bul¬ 
garia resumed its attempts to borrow. Concealing the 
promises of a secret alliance which it was giving to Austria- 
Hungary, the new Radaslavoff Cabinet bargained with the 
Paris bankers.But Poincare and Pichon hesitated until 
they received definite proof of Bulgarian intentions.®^ 
Russia too began to worry at the course of Bulgarian 
policy and secured a promise from the French Government 
that no loan would be permitted without its consent.®® 
London also refused a loan.'^® 

Bulgaria turned to the Austro-Hungarian Government 
which showed a disposition to facilitate the desired borrow¬ 
ing. The Vienna banks made some advances. The French 

Die Orosse Politik, Vol. XXXIV, No. 12903. 

3^ In March, 1913, Bulp:aria, issuing victorious from the first conflict 
and hoping to gain possession of the whole shore of the Aegean and 
even Saloniki, entered into negotiations with the Credit MobiJier to 
purchase the Jonction Saloniki Railway in its behalf under a secret 
agreement to be ratified by the Sobranje after tlie conclusion of peace. 
Bulgaria was to give the Cri^'dit.Mobilier government bonds in payment 
for share control. Le Marche. Financier, 1913-14, pp. 804-805. 

35 Lwre Noir, II, 96. 

Osterreich-lJnparns Aussenpolitik, Vol. VII, No. 9080. 

37 Ibid., Nos. 9095, 9422. According to these documents France asked 
as a condition that Bulgaria enter into a military convention with 
Russia. 

38 Livre Noir, II, 185. 

39 V. RadoslavoflP, Bulgarien vnd die Weltkrise (Berlin, 1923), pp. 
80-101. Radoslavoff was in charge of the negotiations. 
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Government, alarmed, shifted its position, declared itself 
willing to favor a French loan if the Radoslavoff Cabinet 
were displaced by one less favorable to Germany. It ex¬ 
erted itself to create opposition within Bulgaria against 
the conditions asked by Berlin. The Russian Government 
also switched its position in response to the appeal of its 
Ambassador to Bulgaria who emphasized the advantages 
' to be obtained in return for the loan.^^^ Excited moves were 
made by all the interested states. The German banks were 
asking that a tobacco export monopoly be formed under 
their control as security for their loan. This the Bul¬ 
garian Cabinet refused. By May, 1914, during a rupture 
of the negotiations with Austria and Germany, France 
was willing in return for the desired cabinet changes not 
only to sanction immediate new advances by the French 
banks of 80-90 million francs, but to defer already over¬ 
due payment on 75 million francs of Bulgarian Treasury 
bonds held by these banks.^^ Russia went further and 
agreed to yield in its wish for immediate cabinet changes.*^ 
But the official efforts with the French banks which had 
hitherto floated Bulgarian loans met discouragement. The 
Banque de Paris et Pays Bas, and the Credit I.yonnais re¬ 
fused to make required advances because of the state of the 
market. The French Government turned to other financial 
groups which had connections with Creusot and the Bul¬ 
garian Regie Generale.^^ These arrangements too en¬ 
countered difficulty. In June, 1914, the Banque Perier 
was striving to conclude the loan working in cooperation 
with the Russian State Bankc^* The Russian Minister 
strove with might and main, called French banking rep¬ 
resentatives to Sofia, offered loans without political condi¬ 
tions, and resorted to bribery of the press.These measures 

*0 A. Savinsky, Recollections of a Russian Diplomat (London, n.d.), 

p. 21(). 

Livre Noir, II, 266. 

42 Savinsky, op. cit., p. 216. 43 Livre Noir, II, 269. 

44 B. De Seibert, Entente Diplomacy and the World, pp. 450-466. 

46 Savinsky, op. cit., p. 217. 
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failing, both France and Russia demanded immediate 
repayment of all the uncovered bills and deljts due their 
institutions. But the Bulgarian Cabinet stayed pledged 
to the Austro-German financiers, who had ceased to re¬ 
quire the formation of the tobacco export monopoly. In 
July Parliament gave its consent to the cabinet’s action 
in a tumultuous session in which the ministry was accused 
of dishonesty and trickery. 

In the whole process of negotiation between French 
investors and the Bulgarian Government the economic 
aspects were submerged in the political. Loans, like men, 
were but an item in the diplomatic play; in the last act 
the French Government saw its influence fail and its fears 
realized. 


THE GERMAN GOVERNMENT WINS 

The early Austro-German loans to Bulgaria were used 
mainly for the construction or purchase of railways on 
which their security rested; the 1889 loan was spent chiefly 
for armaments. But the defaults of other shaky borrowing 
governments so accentuated doubts, after 1900, as to Bul¬ 
garian solvency in the judgment of the Berlin financial 
community, that they played only a secondary part in the 
financing of Bulgaria until the years immediately preced¬ 
ing 1914. Besides, in 1896, following a reconciliation with 
the Czar of Russia, the Bulgarian King seemed to yield to 
Russian influence. The French bankers gave better terms 
than the German bankers would. Thus, the loans of 1902, 
1904, and 1907 were contracted in Paris. 

In 1909 after being refused in Paris the Bulgarian Gov¬ 
ernment secured advances in Vienna preliminary to the 
flotation of a loan by the Wiener Bankverein, a loan listed 
in Vienna. From this loan the Austro-Hungarian Govern¬ 
ment expected a turn in the political plans of Bulgaria, 
favorable to itself. Turkish doubts it allayed by promises 
that Vienna would persuade Bulgaria to be conciliatory. 
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French and Russian disappointment it ignored/® The 
German Government advised the Deutsche Bank not to 
participate in this loan and it withdrew against original 
intention. Lack of specific guaranties and lack of orders 
were given as reasons. Circumstances suggest that many 
additional calculations entered into the official action.**^ 
There was in Germany at the time a vigorous opposition to 
' foreign lending. This loan was to enable Bulgaria to dis¬ 
charge a debt to Russia and to continue with her railroad 
program. There was a belief that Bulgaria had signed a 
secret treaty with Russia directed against Germany. Bul¬ 
garia showed signs of obstinacy in commercial treaty 
negotiations. All of these facts were before the German 
Government when it made its decision. Despite the attitude 
of the German Government and the closing by official 
orders of the Berlin and Hamburg exchanges, a Ham¬ 
burg Bank, Schroeder Gebrueder and Company, took over 
part of the loan. For the next two years, relations between 
Bulgaria and the banks of the Central Powers remained 
rather unfriendly, mainly because of the belief that King 
Ferdinand had fallen in with Russian designs.But in 
November, 1911, the Hamburg Stock Exchange was asked 
to admit the 1909 loan to listing. No official opposition 
appeared and the admission was granted. The loan terms 
earlier criticized as not giving sufficient security were no 
longer held to be a cause for rejection. In the meanwhile 
the commercial treaty negotiations between the two coun¬ 
tries had been brought to a satisfactory conclusion. Ger- 

Osterreich-Ungarns Aussenpolitik, Vol. II, Nos. 1858, 1862, 1890, 

1944. 

W. H. C. leaves, “German Governmental Influence on Foreijni In¬ 
vestments, 1871-1916,” Political Science Quarterly, December, 1928, pp. 
614-515, summarizes the situation. 

M. Nekludoff, Russian Minister to Hulf!;aria, relates in Diplomatic 
Reminiscences (London, 1910), pp. 69-61, that during the winter of 1911- 
12 King Ferdinand asked the Russian Government to assist him in meet¬ 
ing personal obligations due to the Landerbank of Vienna, which bank 
was asking mortgage security that he could not give. The Czar arranged 
the required advance through a private Russian Bank. 
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man banking enterprise extended their private founda¬ 
tions and activities during the subsequent years. 

During the period of the Balkan wars, Bulgaria secured 
in Berlin some advances to finance munition purchases 
from German and Austrian plants. Upon the termination 
of these wars, as has been related, the Bulgarian Govern¬ 
ment, its hopes deferred in Paris, entered into a loan agree¬ 
ment with Vienna banks which acted with the emphatic 
approval of their government.^® The Radoslavoff Cabinet 
in power in Bulgaria was offering a secret alliance to the 
Central Powers. The Austrian banks proved incapable of 
handling the loan unassisted. The Austrian Government 
asked the German Government to secure German aid.®® 
The German Government hesitated to press its banking 
institutions. Roumania was protesting against any Bul¬ 
garian loan arrangements. Even after Von Jagow in¬ 
dicated that the Foreign Office was impressed by the 
Austrian arguments, the Prussian Minister of Commerce 
refused to give permission to list any foreign loans on the 
Berlin Exchange—on financial grounds.®^ For a time Aus¬ 
tria-Hungary thought to circumvent the difficulty by 
grouping a consortium around a Hamburg private bank 
and securing listing on the Frankfort Exchange. But this 
banking combination appears to have decided that listing 
in Berlin was necessary for success. Austria-Hungary 
next tried to persuade the Italian Government to join its 
entreaties. 

At the instance of the German Minister in Sofia the 
Diskonto-Gesellschaft was brought into the negotiations. 
The German Government appears finally to have indicated 
its agreement provided that the loan was sufficiently se¬ 
cured and German industry was sufficiently favored. The 
German banking syndicate asked that Bulgarian Govern¬ 
ed Radoslavoff, op. cit., pp. 89 et seq. 

Oiterreich-Ungams Aussenpolitik, Vol. VII, No. 9422. 

81 Ibid., Nos. 9428, 9442, 9522, 9562 give the course of discussion, 
though leaving serious gaps. 
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merit orders be placed in Germany; this was in accordance 
with official demand. As security it was suggested that 
Bulgaria form a tobacco export monopoly over which the 
bondholders should have a measure of control. Counter¬ 
proposals and warnings were coming from France and 
Russia. In addition, the peasants were aroused against the 
proposed tobacco monopoly. For a while the Radoslavoff 
Ministry dropped the negotiations. But the French-Rus- 
sian plans were meeting difficulties also. The Austro-Hun¬ 
garian Government strove might and main to cause the 
Kaiser to dictate to the banks.®* Whether because of such 
pressure or otherwise the banks modified their terms. They 
granted further advances, which amounted ultimately to 
120 million francs, to be paid out of the final loan when 
the matter of security was finally settled. In the upshot, 
the Bulgarian Cabinet closed with the German syndicate 
and rushed the parliamentary measure through Parlia¬ 
ment. In the loan terms the scheme for a tobacco export 
monopoly was dropped, but the German banking syndicate 
was given concessions for railroad construction, harbor 
development, and coal mining. In addition, the Bulgarian 
Government promised German and Austro-Hungarian in¬ 
dustry orders to the extent of one-fifth of the total loan.®^ 
Furthermore, the Bulgarian Government obhgated itself 
to make for fifty years all supplementary purchases of 
materials for the ports and railways which were to be 
financed out of the loan through the agency of the Dis- 
konto-Gesellschaft. Approximately half of the loan was to 
be used to pay off the advances made by German, Austrian, 
French, and Russian banks, spent for the conduct of war 
and for armaments bought from Krupp, Skoda, and 
Creusot. The Bulgarian Government pledged itself to 
contract no further external loan for two years with- 

Osterreich-Ungarns Augsenpolitik, Vol. VJI, Nos. 9676, 9739, 9862. 

Economist, July 26, 1914; H. Frost, La Liquidation Financiers de 
la Ouerrs en Bulgaria (Paris, 1926), pp. 36 et seq., gives the substance 
of the loan contract, as published by the Bulgarian Government. 
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out the consent of the Diskonto-Gesellschaft. The loan 
strengthened the position of the RadoslavofT Cabinet and 
enabled it to push ahead with its plans of alliance with 
Germany. The war, which was to make it unnecessary for 
the armament factories to look for orders, was close at hand 
and prevented the flotation of the loan. These calculations 
which later induced Bulgaria to join the Central Powers 
in the war, shaped themselves in the negotiations for the 
loan of 1914. 

creditors’ control in BULGARIA 

For the service of the consolidation loan of 1902, the Bul¬ 
garian excise tax on tobacco was set aside as a primary 
guaranty. Arrangements were made whereby the pro¬ 
ceeds of this tax, up to the amount required for the loan 
service, went directly into the hands of the creditors’ rep¬ 
resentative, thereby removing them from the field of temp¬ 
tation. The law required that ‘‘banderoles” be put on 
tobacco sold to consumers. These banderoles the Bul¬ 
garian Government had to purchase from the bondholders’ 
representative in Bulgaria. The issuing banks acted for 
the bondholders in selecting this official whose appoint¬ 
ment was notified to the Bulgarian Government by the 
French Government. This detail was designed to indicate 
to all and sundry, but particularly to the Bulgarian Gov¬ 
ernment, that the French Government stood ready to 
protect the investors if need be and thereby make it easier 
to sell the loan in the first place. It also was a way of giv¬ 
ing the French Government another spokesman on the 
ground in Bulgaria. The Bulgarian Government was 
pledged not to modify the scheme or schedule of the 
pledged revenues. In addition, it was obliged to promise 
to maintain gold payment for bank notes, subject to sus¬ 
pension in war-time—a provision which tended to prevent 
an extravagant use of the printing press to the destruction 
of Bulgarian credit. Small as was the outside control im¬ 
posed by the scheme, its introduction was disliked by the 
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people. Parliament twice rejected it; the King dissolved 
Parliament; the new Parliament passed the necessary law. 

By accepting this arrangement Bulgaria was enabled 
to borrow at a lower interest rate than was paid for pre¬ 
vious loans, at an effective cost of about 5.5 per cent as 
contrasted with 6.5 per cent and more. The service of the 
1904 and 1907 loans was also put under this control. For 
the later loan not only was the surplus of the tobacco 
^ banderoles tax pledged, but also the stamp tax, and, in 
cases of need, a tax on tobacco manufacture. The bond¬ 
holders’ representative sold the stamps as he did the bande¬ 
roles. In the 1909 and 1914 loan arrangements no special 
revenues were set aside or control provided, though the 
government must have realized that their sales value 
would have been enhanced thereby. It fought against ex¬ 
tension of foreign limitations on its freedom. It was afraid 
that political control might follow in the train of financial. 
It did, however, create a special semiautonomous Debt 
Administration composed of Bulgarian officials.** 

The bondholders’ representative in Sofia played a bene¬ 
ficial part in Bulgarian finances and Bulgarian economic 
life and attained considerable influence. That Bulgaria 
used its improved credit for purposes that proved dis¬ 
astrous is not a criticism of the control arrangement, but 
of the passions which governed the times. 


The history of Greek borrowing is that of a small and 
industrious nation whose ardent will for development and 
expansion caused it to live constantly beyond its resources, 
especially since it lived with the conviction that the decay¬ 
ing Turkey from which it had won independence had not 
yet yielded its natural territorial heritage. In this sense 
the loans of foreign investors were more a participation in 

54 See the text of the law in the report of the Association des Porteurs 
Franqais, 1912, pp. 270 et seq. 
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a national career than an ordinary economic invcstjncnt. 
Between 1879 and 1893 Greece became indebted to foreign 
investors for the sum of 630 million francs of which she 
received but 459 millions. Of this about 120 million francs 
were used for economic purposes and the rest for ordinary 
budget needs and military expenditures.^^ England, 
traditionally a friend of Greek aspirations, was the chief 
purchaser of the loans. This debt burden was ])lainly be¬ 
yond Greek capacity and Greek currency was falling in 
value, but the banks, in return for large commissions and 
extensive pledges, found loyal investors to furnish the 
funds to pay interest on old debts. 

By 1892, however, this aid came to an end. The debt 
service required half of the total revenue. In that year the 
Premier, Tricoupis, tried to arrange for a loan in London 
with the British Government. Mr. Law was sent to Greece 
to study the financial situation. France, mistrusting this 
step, asked that a Frenchman share in the inquiry. The 
request was granted. The opposition in Greece criticized 
this action, fearing it as the prelude to foreign financial 
control. Such control in the final outcome the bankers 
did ask as a condition of another loan. The Greek Gov¬ 
ernment hunted for another way out of its difficulty. An 
agreement was signed with Hambros Bank in London 
under which interest on outstanding loans was to have been 
temporarily paid in bonds which were to be guaranteed by 
the proceeds of various taxes to be de])osited directly in 
designated banks.But in May, 1893, the Greek Govern- 

fis Andr^ad^s, “Les Finances de la Gr^ce,” Journal des iSconomistes, 
April, 1915, p. 53. Greece owed a large part of the roads, railways, and 
mines which were in operation in 1914 to this era of borrowing by 
Premier Tricoupis who managed to inspire foreign investors with great 
confidence by restraining Greece from political adventure. By 1892 
Greece had 630 miles of railway; by 1914 only 44)0 more miles had been 
added. Another 400 roughly were acquired with territory taken from 
Turkey. S. Koronis, “Einige Betrachtungen liber die Eisenbahnpolitik 
Griechenlands,” Balkan Revue, May, 1914. 

E. Driault et M. L’H^ritier, VHistoire Diplomatique de la Orkce 
de 1821 d Nos Jours (Paris, 1926), JV, 297 et seq. 
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merit denounced that agreement and declared that pend¬ 
ing further negotiations, it would pay only 30 per cent of 
the interest on its debt. At the same time it took over 
the pledged revenues for general budget purposes. Most 
of the debt was held in Great Britain and Germany. The 
default, coming shortly after those of Portugal and Ar¬ 
gentina, created intense irritation. Despite the pressure 
of the injured parties, the governments of the creditors 
refused to take strong measures against the defaulting 
state.*^^ 

For four years the creditors’ committees and the Greek 
Government engaged in stubborn negotiation without is¬ 
sue. The Greek people rejected all suggestions of bond¬ 
holders’ supervision of revenue. Once in fact the Greek 
Parliament overthrew a ministry which planned to give 
foreign interests a place in the national bank. 

In 1898 when Greece despite the constraint of the 
Powers plunged into a war with Turkey over Crete and 
emerged defeated, the bondholders’ demands for protec¬ 
tion were made effective. Future Greek wars at any rate 
were not to be fought at the direct expense of her credi¬ 
tors, though the risk had been obvious when the loans were 
made. On the initiative of the German Government provi¬ 
sions were written into the preliminary terms of peace 
whereby Greece intrusted to an International Financial 
Commission appointed by the Powers the duty of con¬ 
trolling the revenues set aside for the debt service and the 
newly imposed war indemnity. Clemenceau wrote at the 
time that France had collaborated in an “infamous act” 
under the orders of Germany.®® Greek opinion was pro- 

57 Kebedgy, “Les Difficult Financiers de la Gr^ce,” Rexnie OMrale 
de Droit International Public, 1894, p. 261. Germany did try to get 
Great Britain and France to take more vigorous action, but they re¬ 
fused. Driault et I.’H^ritier, op. cit., IV, 303-306, and Die Qrosae Poli- 
tik, Vol. IX, No. 2161. 

58 E. J. Tsuderos, Le ReUvement t^conomique de la Gr^ce (Paris, 
1919), p. 9. ITie official reports bear out the German insistence. France, 
Archives Diplomatiques, 1898, III, 67. The British Government exerted 
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foundly hostile to the arrangement but the subsequent 
results of its operation do not support Clernenceau’s char¬ 
acterization. The Greek Government was forced to accept 
in order to free its territory of Turkish troops. In return 
for this supervision, the interest rate on the debt was cut 
to about a third of the original rate and the Powers gave 
their guaranty to a new Greek loan which she was thereby 
enabled to market at per cent. The sale of this loan 
marked the low point to which interest rates fell in Eu¬ 
rope during the nineties. 

The subsequent record of Greek borrowing is a repeti¬ 
tion of this earlier history. The French investors, favor¬ 
able to government securities, instructed by their banks 
which acquired railroad and banking interests in Greece, 
and encouraged by their government, began to take a 
large share of the new loans issued by Greece. The German 
investors took virtually none. The British investors were 
not as approachable as before, but remained the most im¬ 
portant creditors.®^ Expenditures for military purposes, 
ports, and railways produced fresh deficits and occasioned 
new borrowing. The payment of outstanding fioating debt 
continued to be the signal for the contraction of new ones. 
Greece continued to push against the limitations of her 
size and wealth. 

From the Balkan wars Greece emerged with a heavy 
debt to its national bank, to foreign armament firms, to 
the Comptoir National for short-time advances, with a 
budget deficit and with newly acquired provinces to ad¬ 
minister. ^rhe necessary aid, a loan of 500 million francs, 
was found chiefiy in Paris and London though parts of 
the loan were also sold in Egypt, Athens, and New York. 

itself to secure preferred treatment for the British banks who had 
made the funding loan of 1893. Great Britain, Greece (No. £), ISdS, p. 
19 et seq, 

59 Payments made by the International Commission in 1912 upon loans 
under its supervision were 8.1 million drachmae in Great Britain, 4.6 
million in France, 1.2 million in Germany, 2.7 in Greece. Le March4 
Financier, 1912-13, p. 746. 
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Constantine at the time asked the German Govern¬ 
ment to secure German participation, indicating an in¬ 
clination to join tlie Triple Alliance as soon as the loan 
business in Paris was settled.The publication of the news 
of the conversations between that sovereign and the Kaiser 
made it more difficult for a time to conclude arrangements 
in Paris. But the difficulties were finally overcome. As the 
price of ])ermission to list the loan in Paris, during the 
days wJien the Paris market was under strain, the French 
Government was able to report advantages obtained. Ma¬ 
terial orders for the (ireek army, navy, and railroads were 
reserved for French firms, a French company was given 
the contract for construction of the junction line between 
the Greek and Turkish railways. The Greek Government 
agreed to take over part of the Turkish debt in view of 
the transfer to (ireek sovereignty of former Turkish 
territory and to guarantee the debt service of the Saloniki- 
Constantinople Junction line (a French-owned company, 
a large part of whose line was in the transferred territory) 
until its dis})osition was finally settled.®^ The loan carrying 
an actual interest return of 5.85 per cent was heavily 
oversubscribed in Paris. 

There was at the time a Frencli military mission in 
Greece, a French general being in command of the First 
Army Corps. Anotlier Frenchman was in charge of the 
organization of the military sup])lies to be purchased in 
France. The French (Government was supporting Greece 
in the current dispute over islands claimed by both (ireece 
and Turkey."" In the spring of 1914 the Turkish (Govern¬ 
ment was also borrowing in Paris to restore her military 
forces so that she might win back the disputed islands. The 
Turkish purchase of a dreadnought stimulated similar 
action on the part of (Greece. Funds that were intended for 
railroad construction were spent for cruisers bought from 

Osterreich-Ungarns Aussenpolitik, Vol. VII, Nos. 8672, 8603 

TAvre Noir, II, 233. 

«2 Driault et I/H^ritier, op. cit., V, 153-157. 
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the American Government out of its current stock.But 
the threatened conflict was deferred until after the Great 
War. 

The total Greek government debt at the outbreak of 
the war approximated a billion and a quarter francs, 
about half again as large as it was upon the establishment 
of control.®^ But the debt funded in 1898 paid interest of 
less than per cent; the debt subsequently contracted 
required the payment of 6 per cent. The ordinary reve¬ 
nues increased but not with great rapidity and debt 
charges rose in 1914 almost to 35 per cent. Some of the 
debt, perhaps 20 per cent, was held in Greece. The direct 
productive result was small. Roads had been built, some 
port and drainage works had been completed and about 
150 million francs had been devoted to railway construc¬ 
tion. Still in 1914 Greece looked back at her augmented 
territories and was satisfied. The country proved able dur¬ 
ing the Great War to carry the burden of debt it had 
accumulated. The holders of Greek bonds fared better 
than most purchasers of European government bonds. 

creditors’ control in GREECE 

The Greek law of 1898 transferred to the control of an 
International Financial Commission the revenues which 
had been pledged to the defaulted loans.®® The six mem¬ 
bers of this Commission were appointed directly by their 
governments. That the Russian, Austrian, and Italian 
governments were given representation as well as the Eng- 

68 Andr^ad^s, Journal dei tconomistes, May, 1915. For an account of 
the transaction in Washington, see H. Morgenthau, I Was Sent to 
Athens (New York, 1929), pp, 18 et seq. 

For a running account of the situation, see the reports of the 
British delegate on the International Financial Commission, published 
in the annual series of Diplomatic and Consular Reports. 

66 For the terms of the Greek Law of Control and the statutes of 
the R^gie, see Great Britain, Greece (No. 1), 1898, and Greece (No. 
2), 1898. For later agreements, accords, etc., see La Dette Publique de 
la Grkce, Histoire, Lois, D4crets, Conventions, etc. (Athens, 1916). 



290 Europe: l^he World/s Banker: 1870-1014 

lish, German, and F'rench, must be attributed to political 
considerations, for their citizens held but minute parts of 
the Greek debt. The Commission was given the power to 
name its subordinates. The Greek Government retained 
the right to veto all major appointments. The original 
pledged revenues put under the control of the Commission 
were those derived from the state monopolies (salt, petro¬ 
leum, matches, playing cards, cigarette paper, and Naxos 
emery), from stamp and tobacco taxes and from the cus¬ 
toms duties of the port of Piraeus. The Commission did 
not administer the revenues directly. That task was put 
in the hands of a Societe de Regie, under the control of 
the Commission which could annul its decisions and dis¬ 
miss its em[)loyces. The Regie was Greek in personnel and 
its director and subdirector were elected by the share¬ 
holders subject to the veto of tlie Commission. The Regie 
managed the monopolies and collected the other assigned 
revenues. To it the Commission sold the banderoles used 
to pay the tobacco taxes. The Commission was given the 
further right to inspect all institutions which in addition 
to the Regie took part in the collection of pledged reve¬ 
nues, for example, the customs service. 

In the law of control there were inserted provisions in¬ 
tended to keep public finances healthy. They were incom¬ 
plete but as extensive as the Greek Government would 
accept even in return for a guaranteed loan. The state 
debt in the form of currency notes and short-time treasury 
bonds, it was provided, was to be converted into a funded 
internal debt. The government, without the Commission’s 
permission, was not to borrow more than ten million 
drachmae through treasury bills; this was circumvented 
at a later date. The outstanding paper currency was to 
be reduced by two million drachmae a year; this provision 
was observed until 1908 to the great improvement of 
the exchanges; thereafter the government need grew too 
great. The government gave up the right to make “forced 
loans” without the Commission’s consent until all the 
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paper currency which the government had put into circu¬ 
lation at forced values was amortized. These restrictions 
constituted a rudimentary scheme of monetary reconstruc¬ 
tion. The government chafed under them and in the later 
years cast some aside. But even their partial application 
contributed to the course of development which brought 
the drachma back to par. From that improvement in Greek 
exchange, the bondholders benefited in the form of an in¬ 
crease in the rate of interest payment. 

The Commission applied itself to improve the adminis¬ 
tration of the monopolies and pledged revenues and to 
stop frauds and contrabands. The yield of the controlled 
income mounted slowly. 


NET YIELD OF PLEDGED REVENUES 
(millions of drachmae )m 


1899 

47.4 

1908 

63.2 

1900 

46.7 

1910 

66.6 

1902 

48.0 

1912 

64.6 

1904 

61.8 

1913 

64.0 

1906 

67.1 

1914 

79.1 


The increased yield is in part accounted for by an in¬ 
crease in certain customs duties made in 1905-6. The big 
leap in 1914 is explained by the inclusion of important 
additional sources of revenue pledged to the 1914 loan. 
What genuine increase in yiekFthere was before 1914 
came wholly from the Piraeus customs. The monopolies, 
stamp and tobacco taxes, did not im})rove their return un¬ 
der international administration. The Commission found 
it difficult to change established ways and practices, de¬ 
spite the powers of assertion with which it was, on paper, 
endowed. The annual reports of the Commission often 
record the complaint that despite its effort and urging 
no ‘‘noteworthy steps have been taken towards introducing 
the various reforms which have frequently been sug¬ 
gested.”®^ Though the 1898 arrangement obligated the 

Prepared from the Annual Reports of the International Financial 
Commission. 

See Reports of the Council of Foreign Bondholders, 1908, p. 209; 
1911, p. 191. 



292 Europe: The World's Banker: 1870-1914 

Greek Government to make such outlay as might be neces¬ 
sary for the improvement of the customs service, it always 
put aside such demand. The Greek Government accepted 
the Commission but was always somewhat frightened lest 
its prerogatives grow. The Powers intervened from time 
to time to support the Commission in its efforts.®® But 
since the assigned revenues produced not only a sum suf¬ 
ficient to meet the minimum debt service, but also to yield 
substantial ‘‘plus-values” which were shared with the 
bondholders, the Commission did not attempt to assert the 
limits of its authority. The Greek Government used the 
institution when it could not secure credit any other way. 
In 1911 investors proved willing to purchase a loan not 
secured by the Commission’s guardianship. But the large 
loan of 1914 was obtained only by placing many new reve¬ 
nues under its control. 

The existence of the Commission increased the borrow¬ 
ing power of Greece and enabled it to borrow more cheaply 
than it could have otherwise. It emboldened investors to 
risk their money in the Near Eastern conflict. Whether 
Greece and the rest of the world would have been better 
served by not improving the security for such loans (the 
same question arises in regard to Turkish, Serbian, and 
Bulgarian loans) is matter of political judgment. Cer¬ 
tainly only the existence of the scheme of control enabled 
the investors in Greek loans to receive their full interest 
payment during the stormy years that both preceded and 
followed 1914. 

68 Reports of the Council of Foreign Bondholders, 1903-4, p. 157; 
1913, p. 33. 



CHAPTER XIII 


THE FINANCING OF THE 

BALKAN RAILWAYS 

ACROSS THE TURKISH PROVINCES FROM CONSTANTINOPLE 

TO VIENNA 

T he railways which connected Central Europe with 
Constantinople traversed and branched into the 
territorial domains of six states—Austria-Hun¬ 
gary, Roumania, Bulgaria, Serbia, Greece, and Turkey. 
With the exception of the first, these states were poorly 
provided with railways. Between the lines which did exist 
connections were few. There wsls no direct connection be¬ 
tween Roumania and Serbia, and the Greek system was 
not connected at all with the Central European system. 
Each state wanted to control the lines within its territory 
and each had plans for connections and new through lines 
which would serve commerce and make armies mobile. It 
proved impossible to unite the scattered lines into a satis¬ 
factory system or cooperative scheme for common ad¬ 
vantage. Their history shows all the difficulty of develop¬ 
ing international economic cooperation in a world of small 
and warring states. It demonstrates that in such a world 
even the laying of a mile of track is an action disputed 
in a dozen Foreign Offices. Under such circumstances for¬ 
eign capital can find no straightforward task. It adapts 
itself as best it can by seeking government favor, forms 
rival international groups that ally themselves with po¬ 
litical forces and seek opportunity by serving political 
ends. The existence of national boundaries biases every act 
and negotiation. Plans molder for a decade that could be 
executed in a year. 

By concession of the Turkish Government three rail- 
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ways were planned in the European territories which were 
under Turkish sovereignty when the concessions were first 
given. The first undertaken was the most important; it 
was intended to join Constantinople with Western Europe 
and by its branches to penetrate the rest of the Turkish 
domains. On its main hne a continuous service was finally 
established—though not all under the control of the com- 
paniei^ possessing the Turkish concessions; a through ex¬ 
press service was operated to and from the Golden Horn. 
That so continuous a route could be organized, despite the 
perpetual quarrels among the states, was more or less an 
accident in Balkan history. The changing regularity of 
operation of the Orient Express (with its Wagon Lits) 
was in fact a fairly good index of the state of feeling be¬ 
tween the neighbors. 

The Turkish Government, still master of most of south¬ 
east Europe, in the sixties had built, through a British 
syndicate, lines from Varna on the Black Sea to Rustchuk 
on the Danube, and from Kustendil westward. These 
the Grand Vizier planned to link with the railways of 
Central Europe and to make into a network which would 
extend from the Black Sea to the Austrian border, from 
the Danube to the Aegean. In 1868-69 a concession for 
this scheme of railways to be about 2,500 kilometers long 
W6ts given to Baron Hirsch who was influential in the 
South Austrian railways. The main stem was to run from 
Constantinople to Sarajevo and from it four lateral 
branches were to extend. In 1870 Baron Hirsch formed 
an Austro-French company to build and operate the lines. 
Under the terms of his concession the company was prom¬ 
ised a bond subsidy for construction of 14,000 francs per 
kilometer and guaranteed gross annual receipts of 8,000 
francs per kilometer in effective operation. In return the 
Turkish Government shared in the total gross receipts 
over a fixed amount. So that the funds required for con¬ 
struction might be immediately available, the Turkish 
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Government turned over 3 per cent lottery bonds which 
Baron Hirsch proceeded to market.^ 

Construction was begun in 1870. But the task began to 
frighten Baron Hirsch’s company. It asked, for and ob¬ 
tained a revision of its concession whereby it was required 
to build only 1,274 kilometers and these in different and 
disconnected sections. The Turkish Government under¬ 
took to construct the complementary lines. By 1876 the 
sections intrusted to the company were built; those left 
to the Turkish Government remained uncompleted. For a 
few years the line rested in three isolated sections. 

By the Treaty of Berlin in 1878, Serbia'was confirmed 
in her independence. The territory which forms Northern 
Bulgaria now was made into a substantially independent 
principality, while Southern Bulgaria, known as Eastern 
Roumelia, was constituted an autonomous Turkish prov¬ 
ince under a Christian governor appointed by the Porte. 
Through all these territories the newly built and projected 
railways were to take their course. Under the terms of the 
treaty the company owning and operating the sections 
built was confirmed in its previously acquired rights. But 
if the lines were ever to pay, the construction of the con¬ 
necting stretches was essential. Thus the treaty provided 
in principle for the construction of these connections and 
the junction of the system with the other lines in Austria, 
Bulgaria, and Serbia. Delegates of these three countries 
and of Turkey met in 1883 and entered into a convention 
whereby each promised to construct the necessary connec- 

1 For the terms of the concession, this transaction, and later agree¬ 
ments, see G. Young, Carpi de Droit Ottoman (Oxford, 1906), Vol. IV. 
These bonds Baron Hirsch took from the government at 128.6 francs 
each; he sold them to the Austro-French group at 160, who issued them 
at 170-180. They were of 400 francs’ nominal value. Because of their 
lottery character, both the London and Paris Stock Exchange refused 
to list them, and they were sold chiefly in Vienna. In the subsequent 
Turkish bankruptcy they were given smaller consideration than the 
regular Turkish government bond issues. 
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tions within its territory.* The junction points were Sem- 
lin on the Hungarian border, Sofia in Bulgaria, Nich in 
Serbia. By 1888 the connections were built and Europe 
had a through line from Constantinople to Vienna—1,686 
kilometers. This was the period in which, it may be re¬ 
called, German and Austrian capitalists, with the favor¬ 
able regard of their governments, were loaning freely to 
the Bulgarian and Serbian governments so that they 
might build railways. Each government had reserved the 
right to control the exploitation of the new sections and 
connections which it built. The operation of those sections 
of the lines which had been built under the original 
Turkish concessions was retained by the operating com¬ 
pany to which Baron Hirsch’s construction company had 
transferred its rights.® Ultimately these were bought out 
by the Oriental Railways Company (Die Betriebsgesell- 
schaft der Orientalischen Eisenbahnen).^ The Oriental 

2 For a careful analysis of the project, sec Corretpondence Relating 
to Article XXXVIII of the Treaty of Berlin, Great Britain, Parlia¬ 
mentary Papers, Commerciad No. 88, 1883, and Commercial No. 16, 1884. 

® Thus there became concerned in the management of different sec¬ 
tions of this line the following administrations, as constituted in 1888: 
the Austro-Hungarian State Railways, the Hungarian State Railways, 
the Serbian State Railways, the Bulgarian State Railways, the Society 
of Turkish Railways (Baron Hirsch). 

* This was after many vicissitudes and transactions. The company 
was Incorporated as an Austrian company. In 1908 It was turned into 
a Turkish company and headquarters were transferred to Constanti¬ 
nople. The share capital was in the hands of German, Austrian, and 
Swiss banks, who lodged control In a holding company created at Zurich, 
which in turn was controlled by the Deutsche Bank; the control of the 
Saloniki-Monostir line was held by the same parties. The properties 
operated by the company were until 1908: 

(a) The main line, Constantinople to BcIIova via 

Adrianople, with branches to Dedeagatch 

and Jamboli, 816 kms. 

(b) Saloniki-Uskub-Mitrovit*a, 863 kms. 

(c) Uskub to Ziberce, linking since 1888 with Ser¬ 

bian National Railways, 85 kms. 

(d) Line, Nova Zagora to Tchirpaville, built by Bul¬ 

garian Government, 80 kms. 
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Railways Company until 1909 had its headquarters in 
Vienna; thereafter in Constantinople. But the effective 
control remained until 1913 in the hands of German banks 
headed by the Deutsche Bank. 

One important part of the original Turkish scheme and 
of the revised Hirsch concession, these new arrangements 
left unfulfilled. A through route from Vienna to Saloniki 
on the Aegean had been planned. But no agreement was 
reached among the states concerned. The Austrian section 
running south ended in Uvac in Bosnia, a Turkish prov¬ 
ince under Austrian control. The section running north 
from Saloniki ended at Mitrovitza in Macedonia. Serbia 
opposed this direct line between Austria and the Aegean. 
Serbia itself had a railway outlet to the Aegean in the line 
from Nich to Uskub where it linked up with the Saloniki 
line. The plan was regarded as an attempt to check 
Serbian development since the projected line would not 
have passed through Serbia. But Austria did not renounce 
the wish and it was to become active again in 1908. 

After the line from Constantinople to Vienna was in 
operation, Turkey granted concessions for two other rail¬ 
ways to traverse her European provinces. In 1890 the 
Deutsche Bank was authorized to construct a line running 
westward from Saloniki 219 kilometers into Macedonia to 
Monastir. The operation of this line was turned over to 
the Oriental Railways Company. A French group, of 
which the Banque Imperiale Ottomane was a part, secured 
the concession for the other railway. It ran eastward from 
Saloniki 560 kilometers in the direction of the coast line 

and (e) The Saloniki-JJlonastir Line (under an operat¬ 
ing contract and with separate organiza¬ 
tion and accounts), 219 kms. 

Under the agreements between the company and the Turkish Govern¬ 
ment, all annual gross receipts over 7,000 francs per kilometer were 
divided between them. The railway guaranteed the government a mini¬ 
mum annual payment of 1,500 francs per kilometer, of which most was 
paid directly to the Banque de Paris and Pays Bas to discharge the 
service of the 1894 loan. The concession was to expire in 1968. 
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and joined the Oriental Railways near Adrianople. Con¬ 
structed and operated by a French company, the Saloniki- 
Constantinople Junction Railway enjoyed a guaranty of 
15,500 francs gross annual receipts per kilometer, guar¬ 
anteed by the tithes of the districts it traversed. Neither 
this line nor those of the Oriental railways connected with 
the railways of Greece, as Greek territories then were. 
Turkey steadily refused to give the necessary authoriza¬ 
tion to build the 70-mile connection through its Mace¬ 
donian province. This refusal was a great source of Greek 
resentment. 

THE ORIENTAL RAILWAYS LIVE AMID TROUBLE 

The Oriental Railways Company was not to operate in 
the midst of Balkan conflicts and territorial changes with¬ 
out serious difficulties. For one thing, it was commonly 
regarded as an agent of Austrian and German political 
purposes in the Near East. As Serbia and Bulgaria made 
progress with their own railway system, as they repur¬ 
chased other privately built railways within their terri¬ 
tories, they resented the independence of the lines of the 
Oriental Railways within their borders. For that company 
was run from Vienna, had rate schedules and regulations 
outside of their control and its higher personnel was for¬ 
eign. The company was accused, justly or otherwise, of 
subordinating the interests of the countries which it trav¬ 
ersed to its own financial interests and to Austro-German 
economic interests and of making no effort to develop local 
resources and industry/ Bulgaria and Serbia, assisted 
chiefly by French capital, proceeded with the acquisition 
or construction of other lines and bided their time to ac- 

® G. Bousquet, Les Chemins de fer Bulgares (Paris, 1909), pp. 17 et 
teq. To judj 2 :e the degree of validity in these opinions a careful analysis 
of a most intricate body of facts would have to be undertaken. I have not 
discovered any such study among the colored and controversial litera¬ 
ture on the subject. 
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quire control of the properties operated by the Oriental 
Railways.® 

Bulgaria expressed its discontent by action. In 1896 it 
undertook the construction of a parallel line as part of its 
state system. The Oriental Railways Company protested 
and was supported by the Austrian and German govern¬ 
ments and banks which cut off credits to the Bulgarian 
Government.^ In 1898 the company offered the Bulgarian 
Government the right to operate the 319 kilometers within 
its territory for a reasonable compensation. The Bul¬ 
garian Parliament ratified the agreement but the Sultan 
of Turkey opposed it and Bulgaria found it difficult to 
borrow the necessary funds. Finally a new convention with 
the company was signed in accordance with which the 
parallel line was given up. At another time Bulgaria took 
possession of one of the branch lines of the railroad and 
kept it, paying an annual indemnity. 

In January, 1908, a quarrel broke out which evoked 
violent passion and drew in almost the whole of Europe. 
Austria announced its intention to seek from the Turkish 
Government a concession to join the railroads of Bosnia 
to the line running north from Saloniki, to build the link 
of 150 kilometers that had been left broken when the two 
other sections were built, the link that would unite Vienna 
to the Aegean at Saloniki via Sarajevo without traversing 
Serbia. The connection was to be built across the then 

0 In 1881, tne Austrian I^nderbank in cooperation with L’Union 
G^n^rale had agreed with the Serbian Government to construct and 
manage the important lines, Belgrade-Nich, Nich-Mitrovitza. Upon the 
failure of the L’Union G^n^rale other French interests were admitted. 
The line to Mitrovitza was not built. In 1889 when the Comptoir D’Es- 
compte failed, the Serbian Government took possession of the lines under 
its control, those built to connect with the Oriental Railways and others. 
The company asked not only payment for the physical property, but an 
indemnity. The French Government stepped in and mediated an agree¬ 
ment. Serbia was enabled to issue a loan in Paris to pay for the rail¬ 
way and discharge floating debt; the loan was secured on the railway 
receipts and other taxes. 

7 K. Helfferich, Oeorg Von Siemens, II, 11. 
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Turkish province of Novi-liazar. Austria had delayed this 
action because of Hungarian opposition which now had 
diminished. Now its action was timed if not provoked by 
new initiative being shown by Serbia, Russia, and Italy in 
the plan for a railroad to run from the Danube to the 
Adriatic.Austria asserted that the right to build the rail¬ 
road to the Aegean had been conferred upon lier by the 
I^Veaty of Berlin. This the other l\>wers disputed.'* Plans 
for tliis road seem to have been formulated at least as early 
as 1900 and even in these early formulations stirred up 
fears abroad.’*’ In its action Austria-Hungary sought to 
cooperate with Greece and at the time of the 1908 declara¬ 
tion Von Aehrenthal, Austro-Hungarian Secretary of For¬ 
eign Affairs, expressed the hope of effecting a junction be¬ 
tween the (ireek and Turkish roads at Saloniki and asserted 
that he was supporting (ireek efforts at Constantinople.” 
The chief purpose of the Dual Monarchy in [)ushing for¬ 
ward this railway [)roject was to establish clearly, against 
the possible sinash-up of "Jhirkey, its right to dominate 
the line to Saloniki. If I'urkey retained possession of the 
Sandjak, the position of the line would remain unchanged, 
if it lost possession the Dual Monarchy would be in a 

«This suggestion is made by the editors of the British Documents, 
Vol. V, No. 227, note; see also Die Urosse Polilik, Vol. XXV, No. 8681, 
which relates the plan of the Anglo-Frencli-ltalian group for route, 
Dulcigno, Scutari, Prisend, Uskub, in October, 1906, and Nos. 8726, 8735, 
in which revival of this project with Uu.ssian .sup])ort is discussed. 'Ihc 
|)lan for the line lo the Adriatic appears to have hi‘cn lirst broached by 
Serbia in IH96. Durirjt: 1901 .stubborn att<‘oipt liad been made by Serbi.a, 
witli Russian and Itali.in supi)ort, to get tiie necessary authorization 
from the Porte. The Krench I'orcign Ollice had begun to favor the 
project; Italy put forward a joint l'ranco-1 talian scheme; but when 
Delcassi!* was advised from (’onstantinople that Turkey opposed Italian 
participation, be evaded in the hope of the venture becoming wholly 
Krench. Documents Diplomotiques Prancais (1871-1914), 2d ser.. Nos. 
139, 182, 238, 247, 307, 308, 322. 

» P. Crozier, “L’Autriche et L’Avant-Guerre,” Revue de France, April 
1, 1921, p. 802. 

10 C. Loiseau, V^:quiHhre Adriatique (Paris, 1901), pp. 166 et seq. 

11 E. Driault et M. L’Heritier, op. cit., IV, 562 et seq.; British Docu¬ 
ments, Vol. V, Nos. 250, 256. 
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strong situation to bargain with the new masters over the 
disposition of the whole of the Oriental railways.The au¬ 
thorization asked by Austria-Hungary was granted by 
Turkey in preliminary form. Its execution was deferred 
when the Dual Monarchy decided to annex Bosnia and 
Herzegovina later in the year. 

There followed upon these Austrian actions fresh and 
aggressive retaliation on the part of the Balkan states and 
Russia. The first positive spectacular move was made by 
Bulgaria in September, 1908. On the occasion of a strike 
on the Oriental Railways which the Bulgarian Government 
fomented, that government took possession of 319 kilo¬ 
meters of company line in Roumelia (from the border to 
Bellova on the main line and the branch to Yamboli). 
After the strike ended the government declared its inten¬ 
tion of retaining the hne, asserting a wilHngness to in¬ 
demnify the company, but not making clear where the 
necessary funds were to be found. Turkey appealed to 
the Powers for the restoration of the line to the company. 
The French and German governments refused to inter¬ 
vene. Finally, after the declaration of Bulgarian inde¬ 
pendence, agreements were signed between the company, 
the Bulgarian and Turkish governments by which the 
Bulgarian Government came into possession of the line 
and attached it to the state railways. The funds required 
to indemnify the company and Turkey for the seizure of 
the railway were furnished by the Russian Government.'® 

Serbia and Russia also responded vigorously to what 
they regarded as a serious violation by Austria of the 
status quo in the Balkans. This to them was not merely 
a railroad plan. It was an act of political aggression, an 
attempt to thwart the movement toward Slavic racial 

6$terreich~Ungarn$ Aussenpolitik, Vol. I, Nos. 2, 3, 9, 32. Un¬ 
fortunately most of the correspondence on the subject is omitted from 
the collection of documents, wherein it- most clearly belongs. See foot¬ 
note to Document No. 2. 

18 British Documents, V, 669 et seq,, and 792. 



802 Europe: The World's Banker: 1870—1914 

unity in the Balkans by dividing Serbia and Montenegro, 
a pretext for future intervention. The Russian Foreign 
Minister informed the British Ambassador that “he would 
not hesitate to take strong measures to prevent what he 
would consider to be an infringement of the Treaty of 
Berlin.”^* It^^ly was stirred lest Austrian influence 
be strengthened in Northern Albania. Great Britain was 
indignant because of the belief that the necessary permis¬ 
sion had been secured from Turkey in return for Austrian 
opposition to judicial reforms in Macedonia which the 
British Foreign Office had been trying to effect. 

FROM THE DANUBE TO THE ADRIATIC 

The opposition centered upon carrying through a plan 
to secure from the Turkish Government a concession for 
a railroad to run westward from the Danube to the Adri¬ 
atic—uniting the Slavic peoples and connecting with the 
Roumanian and Russian railroads. This project which 
would cut across any Austro-German line running toward 
Saloniki had been broached as early as 1904 and was 
known as the Timok Valley Railroad.'® During 1906-7 a 
number of competing plans and proposals had been in 
the field. For construction along various routes an Anglo- 
Serbian, an Anglo-French, and a Gennan 83mdicate made 
offers to the Serbian Government asking for a government 
guaranty of interest. Montenegro endeavored to win over 
the Powers, especially Italy, to the support of an alterna¬ 
tive road which would run to the port of Antivari in Mon¬ 
tenegro. All required the consent of the Turkish Govern¬ 
ment and all presented serious physical obstacles which 
would make their cost exceed by much the amount that 
could be expected as immediate yield. Nevertheless, French 

Report of Sir Charles Hardinge to Sir Edward Grey, June, 1906, 
In Viscount Grey’s Twenty-Five Yeare, 1892-1916 (London, 1927), pp. 
206-207. 

Aulneau, “La Querelle dcs Chcmins de Fer Balkaniques,” Ra- 
ru# Politique et Parlementaire, September, 1908. 
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financial interests, especially the Banque Imperiale Otto- 
mane and the Banque de Paris et Pays Bas, steadily en¬ 
couraged the desires of the Serbian Government. Toward 
all the British Government, and in a lesser measure the 
Russian, had shown themselves till 1908 sympathetic but 
noncommittal. 

In 1908 the attitude of the Russian Government 
changed.^® It exerted itself to the utmost at Constan¬ 
tinople. Further it asked for the Austro-Hungarian diplo¬ 
matic support in the Turkish capital, as the price of 
Russian support to the Sandjak scheme. The Dual Mon¬ 
archy permitted itself to express friendliness to the plan, 
but refused positive help. Now moved to quick action in 
March, 1908, Serbia sought the necessary authorization 
from Turkey, having the promised aid of France, Russia, 
and Italy.The British Government expressed the view 
that this concession should be granted to Serbia, or that 
permission should be denied Austria to build across 
Novi-Bazar. During the early discussions the Serbian 
Government agreed to step aside in favor of the French- 
owned Saloniki-Constantinople Junction Railway. The 
Italian Government proposed that the venture be financed 
by an international syndicate, 40 per cent of the capital 
of which would be French, and the rest in equal amounts, 
British, Russian, Serbian, Italian.^® The Banque Imp^- 
riale Ottomane and the Banque DTtalie entered into dis¬ 
cussions and in June-July, 1908, an agreement concerning 

British Documents, Vol. V, No. 114; Osterreich-Ungarns Aussen- 
politik, Vol. I, Nos. 2, 3, 9, 82, 48, 412. 

BHtish Documents, Vol. V, Nos. 244, 247, 248, 257; G. GlolitU, op. 
eit., p. 207. 

British Documents, Vol. V, No. 243; G. Y. Dcvas, op. cit., p. 208, 
gives slightly different proportions. Giolitti, op. cit., p. 208, states that 
by an agreement reached on June 8, 1908, the French were to provide 
85 per cent of the capital and to appoint 5 directors, including the 
president, the Italians were to provide 85 per cent and appoint 4 di¬ 
rectors, the Russians were to provide 15 per cent and to appoint 2 di¬ 
rectors, the Serbs were to provide 5 per cent and to appoint 1 director. 
Of the capital of the Port Company the Italians were to provide 55 per 
cent. 
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the company organization was reached. Efforts were re¬ 
newed at Constantinople to secure the required grant for 
the Saloniki-Constantinople Junction Railway.^® The 
Turkish Government at first refused the demands, espe¬ 
cially since they were accompanied by the expectation that 
a kilometric guaranty, such as other roads enjoyed, would 
be given this one, and Turkey had no funds. In June, 
1900, however, the Young Turk regime, friendly to 
Anglo-French enterprise, accorded permission to make 
preliminary studies. But the almost immediate shift in re¬ 
lations between Turkey, England, and France led to fresh 
opposition on the part of the Turkish Government. Dis¬ 
putes about the route recurred and local authorities and 
inhabitants blocked the efforts of the exploring missions. 
The Turkish-Italian and Balkan wars ended all prospect 
of immediate realization. The concessions obtained by 
Austria to build across Novi-Bazar also remained unused. 
Austria in March, 1909, had won over the Turkish Gov¬ 
ernment to the idea that the construction of this line would 
make the defense of the Sandjak easier, and promised fi¬ 
nancial and technical help.^® But the Young Turk regime 
dropped the discussions. Furthermore the Austro-Hun¬ 
garian action in Bosnia had met such emphatic dissatis¬ 
faction in Serbia and Russia that it did not wish to make 
hostility greater by pushing forward this railway plan. 
Besides, Austrian finances from 1909 were taxed for other 
needs. 


THE BALKAN WARS BRING FRESH TROUBLES 

These disputes over railroads contributed their not slight 
part toward the antagonism that produced the Balkan 
wars.''' The territorial changes that followed these wars 

10 France, Rapport de la Commission du Budget, Affaires ttrang^res, 
Exercice, 1910, pp. 36-37. 

dsterreich-Ungarns Aussenpolitik, Vol. II, Nos. 1106, 1217, 1244. 
21 G. Michon, VAlliance Franco-Russe, p. 209, goes so far as \o say 
that this wish to get control of the railways was the chief cause of the 
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left new disputes about railroads and gave birth to new 
projects. These changes left far more than half of the line 
operated by the Oriental railways and most of the Salo- 
niki-Monastir and Saloniki-Constantinople Junction rail¬ 
ways in the territories transferred.^^ Serbia was unwilling 
to restore to the Oriental Railways Company the lines in 
the territory which passed to her possession (and these 
included a good part of the stretches which Austria had 
planned to include in the route from Vienna to Saloniki). 
Greece, which received the territory which included the 
city of Saloniki and sizable sections of all three of the rail¬ 
ways running into Saloniki, was willing to restore to their 
previous owners part of their lines but not all of them. 
Bulgaria, chastened by defeat and its ambitions thwarted, 
was willing to turn back aU the lines it had acquired. 

Austria-Hungary demanded the return of all its lines 
to the Oriental Railways, and fearing that the enlargement 
of Serbia would block her plan of a direct route to Salo¬ 
niki, had already sought from the company a lease on the 
line to Saloniki.It had also entered into negotiations 
with Bulgaria early in 1913, when Bulgaria thought itself 
future master of Saloniki, for participation in the man¬ 
agement of the railways and port of that important 
Aegean city, and its wishes had been listened to with good 
will.^* The German Government supported Austria-Hun¬ 
gary against Serbia, justifying its protest by the German 

war of the Balkan states against Turkey. To Serbia railway control 
seemed an essential preliminary to obtaining access to the Adriatic. See 
also F. Delaisi, “Une Guerre pour les Cliemins de Fer/’ La Orande 
Revue, July 10, 1913. 

22 In the territory transferred to Serbia there were the extreme north¬ 
ern section of the Saloniki-Monastir Railway and 374 kilometers of the 
Macedonian line; in those transferred to Greece there were almost the 
whole of the Saloniki Monastir line, 78 kilometers of the line between 
Saloniki and Mitrovitza and 860 kilometers of the Jonction Saloniki- 
Constantinople Railway. In those transferred to Bulgaria there were 
150 kilometers of the latter railway. 

Livre Noir, II, 831-^2. 

Otterteich-Ungarm Auetenpolitik, Vol. V, Nos. 5895, 6020, 6035, 

6047. 
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capital investment in the lines.^® Serbia refused the de¬ 
mand, promising an indemnity after the conclusion of 
peace. A dozen different plans and demands gave rise to 
as many intrigues. 

The Austro-Hungarian Government entered negotia¬ 
tions with the owning German banks for the purchase of 
control of the Oriental Railways Company, fearing that 
such cbntrol might be sold to the Balkan governments 
assisted by French capital. The help of the German Gov¬ 
ernment was enlisted in the negotiations. Finally in April, 
1913, the transfer to an Austro-Hungarian banking con¬ 
sortium was arranged. 

The Austrian Government stubbornly continued to ask 
for the return of the lines to the company, arguing that 
Austrian control was vital for the protection of its com¬ 
merce which passed to the Aegean. The Serbian Govern¬ 
ment as stubbornly resisted the demands. Protracted 
direct negotiations between the Serbian and Austrian gov¬ 
ernments came to naught. Serbia would not return the 
lines and could not compensate Turkey and the company 
without outside help. The situation was difficult for 
Austria. Complete yielding to the Serbian position was 
deemed impossible. A show of force against Serbia might 
have provoked general conflict and probably would not 
have had German support.^® 

INTERNATIONAL OWNERSHIP IS PROPOSED 

Under these circumstances, M. Pichon, anxious lest 
trouble arise and also alert to the chance to increase 
French influence in the Balkans, gave attention to a plan 
of internationalization as a solution.Another scheme of 

25 Di# Orotse Politik, Vol. XXXVII, Nos. 15115-16116. 

Nos. 15118-15119. 

2T A dispatch of Isvolsky’s, November 23, 1913, indicates how im¬ 
portant the question was considered, “in general, here, from the begin¬ 
ning of the crisis, it has been felt that the question of the Oriental Rail¬ 
ways was most serious, and they (the French Foreign Office) feared 
the complications which Austrian stubbornness would create . . ” Livra 
Noir, II, 199. 
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internationaKzation—that for the Danube-Adriatic Rail¬ 
way—seemed at the time likely to eventuate. Now the 
French Government proposed, and the Austrian Govern¬ 
ment agreed, that in a similar plan might be found the 
way of reconciling Austrian and Serbian wishes, or at least 
of allaying their fears.^® 

In their early discussions of this idea, Serbia gave its 
consent and Italy and Russia were disposed to participate 
in the arrangement. Russian inclination was not entirely 
free or without special design. Isvolsky wrote to Sazonoff: 

It would be very unwise to leave the French “en tete a tete” 
with the Austrians while questions so important for Serbia 
and Greece were being settled . . . , the presence of a Rus¬ 
sian representative in the financial organizations which may 
become the agency of the international project would be a 
means of control and action in regard to (par rapport atix) 
the French financiers; furthermore if a peaceful solution of 
the grave question of the Eastern railways is to our interest, 
on the contrary too intimate a rapprochement between 
French and Austrian financiers would not be.^® 

Out of such rapprochement Russia feared not only a set¬ 
tlement of Balkan railway problems which might lessen its 
position of leadership, but even more so the reopening of 
the French money market to Austro-Hungarian loans. 
That the Austro-Hungarian Government hoped for such 
an outcome from these negotiations there can be no doubt. 
To prepare the way for friendly consideration in the Paris 
market, Austria was ready to show leniency in this matter 
of the lines controlled by the Oriental Railways Company 
to the extent of passing over to French financial groups 
a controlling interest.®® 

The French financial groups already had substantial 

Oroite Politik, Vol. XXXVII, No. 15126; Livr 0 Noir, II, 96. 
The original suggestion and initiative may have come from Austrian 
financiers close to the Austrian Government, Livre Noir, II, 161-162. 

29 Livre Noir, II, 200. 

»o Die Orotie Politik, Vol. XXXVIi, No. 15180. 
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interests in the Oriental Railways Company (its securities 
were listed in Paris) and in the Serbian and Greek lines 
which were to be connected with them, and in the Saloniki- 
Constantinople Junction Railway, now largely in Greek 
territory. Thus the groundwork for cooperation between 
French and Austrian financial groups existed. The plan 
as discussed between the banks and with the Greek and 
Serbian governments toward the end of 1913 was to form 
three companies, a financial parent company at Paris, and 
two operating companies, one Greek and one Serbian, to 
run the roads in their respective territories. In the Greek 
operating company, the Greek Government was to have 
one-third ownershij); in the Serbian, the Serbian Govern¬ 
ment was to have an equal share; the other two-thirds in 
each would be divided between the Austrian and French 
groups. Greece and Serbia Avould be supplied the funds 
necessary to take up their shares by bonds to be issued by 
the holding company, and loaned to them. The plan also 
provided for the building of important junction lines for 
the Greek railways, by which the former would be joined 
to the Central Pmropean systems. The French group 
might give part of its share to Russia; the Austrian might 
act the same way toward Italy and Germany. In its wish 
to conciliate, the Austrian Government consented to a 
French president for the parent company. 

Such was the general outline of the plan which, having 
the favorable regard of both the Austrian and French 
governments, seemed in January, 1914, to promise a solu¬ 
tion of the situation.-'^ The French and Austrian financial 
groups had agreed on terms. But protests and difficulties 
checked final action. Italy demanded a larger share than 
France was willing to yield.^" Russia was still ready to 

31 The French group included Count Vitali, who was connected with 
the Banque Imp^riale Ottomane and M. Paul Doumer, former Minister 
of Finance in France. The Soci^t^ Gen^rale was to handle the financial 
arrangements. Livre Noir, II, 202. 

32 Die Grosse Politik, Vol. XXXVII, No. 15131. 

33 Livre Noir, II, 237-238. 
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oppose tlie admission of Austro-Hungarian securities to 
the French market and so to cheat Austrian hopes. Tlie 
former German owners of the Oriental Railways Com¬ 
pany, the Deutsche Bank and its associates, supj)orted by 
the German Government, asked that the eastern network 
of those railways remaining in Turkish territory (248 
kilometers, including the Adrianople-Constantinople line) 
be excluded from the scheme of internationalization.^' The 
Germans in fact sought to repurchase the operating con¬ 
cession for this eastern network or to obtain guaranties, 
among which was representation on the board of directors, 
to insure that its policy would not be conducted in a way 
injurious to the German railway interests in Asiatic Tur¬ 
key.The German Government warned the Austrian 
against a growth of French influence in the Balkans. But 
the Austrian Government, still lured by the hope of ad¬ 
mission to the French market and needing a settlement 
with Serbia, was most reluctant to yield to the German 
demand, w'hich was not acceptable to the French bankers.^® 
The French bankers tended to insist that if they were not 
given a share of control in this eastern network, neither 
should the Germans be given one; or if the Germans were 
given representation in control, the French representation 
should be equal.^^ It was not until March, 1914, that a 
satisfactory compromise was worked out between the Ger- 

34 Die Orosse Politik, Vol. XXXVII, Nos. 15132-15133. According to 
the statement of Helfferich of the Deutsche Bank, the agreement between 
the German and Austrian governments in April, 191.3, whereby the con¬ 
trol of the railways was sold to the Austrians, stipulated that after the 
company had settled the question of the western lines with Serbia and 
Greece and arranged for the operation of the lines within Bulgarian 
territory, the stock of the company, which would still possess operating 
rights on the section remaining Turkish, should be resold to the Germans 
The Austro-Hungarian Government argued that this obligation was no 
longer binding, because the frontier changes that resulted from tlie 
second Balkan war left more of the line in Turkey than had been an¬ 
ticipated when the agreement was signed. 

35 Jhid. 

36/btd., Nos. 15134-15136, 16137, 16138, 16140 

37 Ibid., Nos. 16132, 16137, 16139. 
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man and Austrian governments.^® The mixture of dogged¬ 
ness and evasion by which the Austrian Government met 
the most serious appeals and arguments of its ally is evi¬ 
dence of the importance it set upon the successful achieve¬ 
ment of agreement with the French.®® 

Before the compromise was reached the Serbian Gov¬ 
ernment, swung over by vigorous popular opposition, 
would go no further with the idea of internationalization. 
Its original consent was forced by dependence upon 
French finance; the plan which gave Serbia only a mi¬ 
nority control over the lines within its boundaries was 
unsatisfactory.^ Serbia returned to its original desire to 
secure the lines by direct purchase. By May, 1914, the 
plan of internationalization had disintegrated under the 
tugs of opposed national wills.^^ 

SARAJEVO-THE ORIGINAL TERMINUS OP THE LINE 

Austria and Serbia now engaged in direct discussions 
concerning the disposition of the disputed lines. In return 
for the right to purchase the lines within its borders, the 
Serbian Government offered the Austrian certain rights 
of supervision over the surveys of any connecting railway 
that might be built through the Sandjak of Novi-Bazar 
to the Bosnian railway net, and offered to place orders 
for railway materials within Austria.'^'^ The lack of agree¬ 
ment upon the purchase price was the only matter de- 

88 OrotiB Politik, Vol. XXXVII, Nos. 15140-15142 give the terms 
of the compromise. 

89 Ibid.f No. 15140. The whole of this correspondence leaves it unclear 
w-hether the Austro-Hungarian Government had or had not originally 
promised the French group to include the eastern network in the ar¬ 
rangement. In this note, conveyed by the Austro-Hungarian Ambassador 
in Paris to the French Government, February 25, 1914, the assertion is 
made that no such promise was given, but earlier communications in¬ 
dicate the contrary. The Austro-Hungarian Government, trying to snake 
its way out of a diflScult situation, was not always consistent in its 
statements. 

40/bid.. Nos. 15186, 15148, 15145. 

41 Ibid., No. 15147. 


42 Ibid., Nos. 16148, 15149. 
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terring the settlement when the assassinations occ urred at 
Sarajevo. The preliminary agreement was shown to be 
but a momentary pause in the strife between Serbia and 
the Dual Monarchy. 

The same catastrophe finally terminated recurrent 
differences which were holding the other international 
project—the Danube-Adriatic line. No subject had 
caused more difficulties in those conferences of the Great 
Powers which met during and after the Balkan wars. 
Austria-Hungary had opposed all plans whereby Serbia 
would acquire territorial access to the Adriatic and a port 
upon that sea toward which Serbia reached in dreams. 
To the proposals of a railway giving economic access to 
that sea, the Dual Monarchy could no longer offer ef¬ 
fective resistance. Over the details of the organization of 
the lines, the conferences dragged themselves out in tired 
controversy. Austria-Hungary refused final assent until 
it should be assured that the line would be built and 
operated by a private company, that in time of war Serbia 
would not be permitted to secure munitions through the 
neutral terminal port, that the policing system of the line 
could not be turned to Serbian advantage. Italy held 
strong preferences as to the route, which were not easily 
adjusted to the wishes of the other powers. The Albanian 
people resented all Serbian invasion. In June, 1913, the 
text of a declaration to Serbia was finally agreed upon. 
The six Great Powers, Serbia, and Albania were to guar¬ 
antee interest on the bonds of an international company 
to be organized to build and operate the line under the 
concession of the Albanian Government.*® But conflicting 
national desires continued to defeat all attempts to define 
the route. Local populations near the Adriatic drove away 
the representatives sent to make preliminary studies. Ac- 

^3 For the course of discussion, sec Otterreich-UngarM Auaenpolitik, 
Vol. IV, Nos. 4882, 4426; Vol. V, Nos. 4856, 4994, 5015, 6047, 6411, 5612. 
The draft of the plan prepared by Count Berchtold is in Die Orotte 
PolUik, Vd. XXXIV, No. 12664. 
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cess to the Adriatic remained a matter to quarrel over 
among all the nations which could see it from their hills. 
The line between Constantinople and Vienna remained the 
only long route across national boundaries that capital 
could construct midst the din, and that was a relic of the 
time when the Sultan held sway throughout the Near 
East. The railways by which the Sultan hoped to unify 
his jpuropean domains had turned out to be one of the 
chief matters in dispute between him and his rebellious 
subjects. 

The arguments which they engendered had kept per¬ 
petually astir all the national conflicts of pre-war Europe. 
No matter contributed more to produce the final nervous 
exhaustion and hostility which finally found vent in war. 
The rival projects of construction brought to an end the 
understanding by which Austria-Hungary and Russia had 
been guided in Balkan affairs and placed them in inimical 
positions. They roused Serbian envy and ambition and led 
her into the headlong agitation which the Dual Monarchy 
feared and tried to suppress by restricting all Serbian 
plans. The secret understandings of which they were made 
the subject tangled worse the confusion in which Europe 
groped. Each spike was made to mark a grave. 

A closing note about the railways in Greece. In 1912 
Greece had 1,520 kilometers of railway in operation. The 
Greek Government had not been idle since 1912 in its 
plans and barterings with foreign financial groups. 
Projects for unification of the lines in old and new Greece 
and their extension to Monastir and beyond were put be¬ 
fore the Greek Parliament.^* As one of the rewards for 
the loan granted to the Greek Government in Paris, a 
French company was authorized to construct a connecting 
line between the Greek railways and the European net. In 
that country, too, national plans, aided by French finance, 
superseded international; and in that country, too, their 
consummation was deferred by the coming of the war. 

** Le MarcM FitMncisr, 1913-U, pp. 687-689, 696-699. 



CHAPTER XIV 


THE TURKISH EMPIRE AND EUROPEAN 
INVESTORS 

BETWEEN WAR AND BANKRUPTCY 

T urkey of the nineteenth century, heir to the 
diminished domains of the Byzantine Empire, and 
to all the weaknesses displayed in its decline, owned 
no capital to equip itself with the instruments of modern 
life or industry. Nor did its rulers possess the necessary 
integrity and sense of responsibility to their subjects to 
utilize sparingly and well the capital offered by European 
investors. That Mohammedan state, politically decadent, 
fell victim to its rulers’ passions and fantasies, to its 
people’s helplessness and ignorance, to the greed of money¬ 
lenders, to the rebellion of its subjects, and the political 
pressure of the more purposeful and disciplined European 
states. The record of its public borrowings was but one 
element in the course of a general decline in the face of 
a more masterful civilization. 

Between 1854 and 1875 Turkey contracted an external 
debt of about 200 million Turkish pounds (worth $4.40 
at par) of which she received not much more than three- 
fifths. The borrowed sums went to meet the extravagance 
of the sovereign, the service of former loans, the military 
expense of an insurrection in Crete, and to repair damages 
of the Crimean wars. A bare 10 per cent was so used as 
to increase the country’s economic strength. The borrow¬ 
ing country had no budget system. Its public accounts 
were elementary and made no separation between the fi¬ 
nancial affairs of the state and of the sovereign. No con¬ 
stitutional control existed over the borrowings of the sov¬ 
ereign or his use of the proceeds. The European states 
regarded the decomposition of the state as likely and 
speculated upon the outcome. Bankers, local and foreign, 
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matched their wits against circumstance. When one group 
among them would not lend another would, provided the 
return offered was high enough (a substantial part of the 
debt bore an effective interest rate of over 10 per cent). 
The chance of rapid escape or recovery of the loaned funds 
even in the face of catastrophe was a reasonable one to 
shrewd men who secured cover for themselves, and enough 
profib from emissions to take care of incidental losses. 
Besides, the Turkish Government, no matter how badly 
managed and reckless its actual behavior was, always 
continued to give investors the impression that it was 
directing effort to the improvement of its affairs, that 
right beyond the memory of the latest extravagance re¬ 
form and order waited. By promises it managed to con¬ 
ceal actualities—no less to its own expense than to the ex¬ 
pense of others.^ 

In the late seventies the load of debt became wholly 
beyond the capacity of the state—the debt service re¬ 
quiring over half of a total revenue which was in itself 
inadequate. Turkey reduced debt payments in 1876 and 
suspended in 1876. The expense of the war with Russia 
which followed, the loss of rich European provinces as a 
result of rebellion, the Russian demands for indemnity, 
capped the financial disorganization of the country. The 
European powers at the Council of Berlin set in motion 
plans for international financial control. After failing 
in other attempts to reach an agreement with its creditors, 
Turkey decreed such control in 1881, securing a reduction 
of debt. Its amount (with several preferred exceptions) 
was cut roughly to the original amount paid Turkey for 

1 The literature on Turkish finance is enormous and much of it good. 
Among the important sources are: C. Morawitz, Lei Financet de la Tur-- 
quis (Paris, 1902); A. Du Velay, Eaai sur VHiitoire Financi^re de la 
Turquie (Paris, 1908); A. Roumani, Essai Historique et Technique tur 
la Dette Publique Ottomane (Paris, 1927), The terms of the loan con¬ 
tracts, etc., are to be found in Recueil dee Contrats d’Emprunit, etc,, 
Conclui par le Qouvernement Imperial. Vol. I (1906),. and Vol. II 
(1913), were published by the Banque Imp^riale Ottomane, Vol. Ill, by 
the Public Debt Administration (ISIS). 
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each loan, plus 10 per cent for interest arrears. Principal 
and interest due on debts included in the conversion 
amounted to 252 million Turkish pounds. This was re¬ 
duced to 117 million. The total Turkish debt, after the 
operation, approximated 140 million. On the converted 
debt, interest was reduced, to begin at 1 per cent, and to 
rise up to 4 per cent, if and as the revenues intrusted to 
creditors^ control increased. The annual debt service had 
been about 15 million Turkish pounds; now its minimum 
was about 1.6 millions. 

With reduced debt and a creditors’ organization in 
charge of revenues pledged to lenders, Turkey undertook 
further conversions. Two of the loans not included in the 
Decree of Mouharrem, which paid 5 per cent and 4.5* per 
cent respectively, were in 1894 converted into a 3.6 per 
cent loan despite the protest of the French and English 
bondholders. A 1903 conversion of the Consolidated Debt 
which had been issued under the 1881 arrangement re¬ 
duced the principal but increased the rate of interest. 
After this conversion the Turkish debt stood at about 98 
million Turkish pounds. Between 1881 and 1903 the in¬ 
debtedness of the Turkish Government did not increase, 
and even between 1903 and 1908 it did not increase im¬ 
moderately. The system of pledged revenues enabled 
Turkey to borrow during this period at an effective in¬ 
terest rate of less than 6 per cent. 

From 1908 to 1914 Turkish finance again fell into 
alarming arrears. Free revenues no longer sufficed to meet 
current expenses swollen by the cost of military prepara¬ 
tion. War with Italy and two wars with the Balkan states 
had to be met entirely out of new loans. The first reliable 
budget published for Turkey, after the Young Turks’ 
revolution, indicated revenue for 1909-10 of 26.1 million 
Turkish pounds, and expenditure of 32.1 millions, out of 
which about 11.0 millions were used for public debt.* The 

s In a special report on the Ottoman public debt made in 1914 by 
the British representative. Sir Adam Block, the debt service is put at 
11.8 million Turkish pounds out of a budget of 88 millions. 
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estimates for the following year showed no improvement. 
When Turkey could make no large public issue, she se¬ 
cured short-time advances from the French and German 
banks, armament firms, the Bagdad and Anatolian rail¬ 
ways and the Tobacco Monopoly. Even so, salaries grew 
overdue, and claims and bills unpaid. M. Chas. Laurent 
said that when put in charge of financial accounts of the 
Turkish Empire in 1909^ he could discover no record of 
the floating debt, and in the claims register which he 
opened, 560,000 separate claims were entered.® When 
debts and claims were funded by long-time borrowing, it 
resulted that the total long-time debt stood in 1914 in 
excess of 150 million Turkish pounds, an increase of over 
60 million since 1903. About 5 million Turkish pounds of 
floating debt remained and the Turkish Government had 
in addition the duty of meeting various contingent guar¬ 
anties.* The debt service required approximately one-third 
of the total revenue after making allowance for the im¬ 
position of new taxes. 

During this period Turkey, under earlier agreements, 
had been amortizing old debts and contracting new ones 
on less favorable terms. Her territories had been reduced; 
the states which acquired the detached provinces made no 
contribution toward the debt service. Of the total debt, as 
it stood in 1914, about one-fifth had been put to produc¬ 
tive use. Turkey had 5,252 kilometers of railroad, rep¬ 
resenting a nominal invested capital of approximately 45 
million Turkish pounds; but at least a third of this mileage 
was built without expense to the government. War and the 
preparation therefor was the chief consumer of the rest. 
As security for the later loans, additional sources of reve- 

8 In his lecture on “La R^forme Financifere en Turquie,” in La Poli¬ 
tique Budgetaire en Europe (Paris, 1910), p. 77. 

♦The Report of the Council of Foreign Bondholders, 1914, gives it as 
149.5 million Turkish pounds, taking no account of railroad and other 
guaranties and the floating debt. A memorandum prepared by the 
British Treasury for the Peace Conference gives it as 162 million Turkish 
pounds. 



Turkish Empire and European Investors 317 

nue were taken out of the general budget and j)laced under 
the supervision of the creditors’ organization. The list be¬ 
came more and more inclusive. Railway revenues, the trib¬ 
ute received from Egypt, the net income of the salt and 
tobacco monopolies, stamp taxes, tithes, taxes on sheep and 
cattle in some provinces, the customs duties of some ports 
including Constantinople, wine and spirit duties, levies 
on silk production and the catch of fish—these and others 
were put under creditors’ control. Only a long continuance 
of peace could have saved the bondholders from a repeti¬ 
tion of the suspension of 1875-76. Rut in 1914 war, not 
peace, was on tlie horizon. 

It was not only in response to government demands that 
foreign capital moved into Turkey. All organized large- 
scale enterprise was dependent upon it and owned by it. 
The Turkish banking system was entirely foreign, and 
foreign banks conducted the official business as well as 
private business. The railroad system was financed almost 
entirely from outside, as were irrigation works, ports and 
bridge construction, mineral exploitation, and municipal 
public utilities. The economic development of Turkey 
rested in the hands of those who could amass large capital 
sums and utilize the machine technique. With so incom¬ 
petent a government, so unorganized a people, it was 
almost inevitable that the political fate of Turkey should 
rest in the same hands. This fact observers on the spot 
recognized. Thus, the British representative on the Debt 
Administration, in urging his government to promote more 
actively the investment of British capital in Turkey, ex¬ 
plained in 1907: 

The national credit of Turkey, thanks to the Ottoman 
Public Debt Administration, is still good; but, nevertheless, 
swiftly and surely, the borrowing power of the Treasury is 
becoming more and more impaired ... It would appear to¬ 
day that when the moment arrives the powers interested will 
in the defence of the holders of Turkish stock and of the rail- 
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ways they control, be obliged, whether they desire it or not, 
to take measures for creating order out of financial chaos in 
which the Turkish Government is inextricably involved. 
Apart from the fact that the English Houses have no share 
in the profits of these operations and undertakings, they will 
have no interest to speak of to protect in comparison with 
the French and Germans, who are laying an economic foun¬ 
dation on which they will later be able to build a political 
edifibe.® 

An aroused Turkish nationalism strove hard to keep con¬ 
trol of its own affairs, but it did not fight the deepest real 
source of peril, its own shortcomings. 

THE ROLE OF THE POWERS-GERMANY 

Because Turkey seemed close to dissolution and that 
event would affect their strategic and economic interests, 
because each loan to the Turkish Government or conces¬ 
sion granted by it might lead to new events, the govern¬ 
ments of the lending states regulated the actions of their 
capitalists. 

The policy of Germany was consistent, and its interests 
concentrated. Up to 1882 there was virtually no German 
capital in Turkey. The German Government sought to 
create so dependable and numerous connections between 
the Turkish Government and itself that they would be¬ 
come actual political allies, and that the lead in the ex¬ 
ploitation of Turkish resources would be granted to 
German finance and industry. The core of these connec¬ 
tions was the Bagdad railway system. To the more am¬ 
bitious and aggressive elements in Germany this railway 
was undoubtedly regarded as marking out a field of em¬ 
pire, a penetrative agent in foreign regions that would 
fall under German domination. Germany desired a strong 
Turkey and was willing to finance it. 

Up to its limits of absorption the Berlin capital market 

^British Documents, Vol. V, No. 147. 
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was, beginning in 1888, opened to Turkish government 
securities, and the powerful German banks were pressed 
to accept risks and burdens before which they sometimes 
hesitated. In that year the Deutsclie Bank, with the en¬ 
couraging attention of the German Government, arranged 
a loan for the Sultan after the powerful French-English 
institution, the Banque Imperiale Ottomane, had refused 
it. Thereby was earned the good will of the Sultan and the 
Anatolian railway concession.® In 1910, to select a later 
example, the Deutsche Bank was again called upon to fur¬ 
nish a loan which the French refused and, thereby, to re¬ 
gain Turkish favor, which had been inclined toward France 
and England. Throughout the period, it may be observed, 
the German banks were encouraged to seek the cooperation 
of French and English capitalist groups in order to be 
able to undertake ventures too great for them alone. Be¬ 
tween banks and the government there was a partnership 
in thought and action in which sometimes one, sometimes 
the other, took the initiative. Despite continuously press¬ 
ing domestic needs and the tendency of German investors 
to resell Turkish government bonds on the French market, 
the German-owned share of the growing Turkish govern¬ 
ment debt rose from about 5 to about 20 per cent between 
1880 and 1914.^ 

German investment in industrial ventures in Turkey 
grew from virtually nothing in 1880 to independent im¬ 
portance before the war—from about 40 million marks 
to over 600 million marks. This investment was concen¬ 
trated mainly in the Bagdad Railway, of which about 2,000 

6 K. HelfiFerich, Oeorg Von Siemens, III, 37. 

7 The estimates of K. Helflferich as given in C. A. Schafer, Deutsche 
Tiirkische Freundschaft (Berlin, 1914), p. 12, were, omitting Turkish 
lottery bonds: 

Per cent Per cent Per cent 

French German English 

End of 1881 38.9 4.7 28.9 

End of 1898 44.9 12.1 10.0 

End of 1912 58.5 19.3 _ 
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kilometers had been constructed by 1914. The develop¬ 
ment of this enterprise was watched by the German people 
with the sense of imperial destiny asserting itself, and in 
its behalf the officials exerted themselves in tireless diplo¬ 
matic negotiation. 

THE ROLE OF THE POWERS-FRANCE 

The French Government found it more difficult, impos¬ 
sible in fact, to formulate a fixed policy. As each episode 
arose, there had to be taken into account not only the 
varied interests of the investors and its own political pur¬ 
poses in Turkey, but the wishes of its Russian ally, and its 
stand and purposes in Balkan affairs. The French hold¬ 
ings of Turkish public debt and investment in Turkish 
enterprises exceeded that of any other country.® Of the 
twenty-six loan emissions of the Turkish Government 
between 1854 and 1914, French investors took a major 
share in sixteen. The French investment in railroads ex¬ 
ceeded half a billion francs; vast further concessions se¬ 
cured in 1913-14 provided for 2,300 kilometers of new 
construction and still larger investment. French capital 
controlled the Banque Imperiale Ottomane which, with its 
sixty-two branches, was Treasurer-General and fiscal 
agent for Turkey. This bank brought out most of the 
Turkish loans in Paris.® It shared control of the Turkish 

8 In a detailed study made by the Commission pour la Defense des 
Porteurs de Valeurs et de Fonds Ottomans (Paris, 1914), the French 
holdings of Turkish internal and external debt in 1914 were computed to 
be 2.4 billion francs, the German 0.9 billion francs, the British 0.6 billion. 
French investment in enterprises in Turkey are computed as 903 millions, 
German 653, English 230 millions. The figures probably exaggerate the 
French investment and understate the German. 

0 Though this bank had been given a Royal Charter by Great Britain 
in 1856, and English bankers were upon its Board, and its head was 
in 1913 English, the British generally regarded it as under the control 
of the French Foreign Office. The French Government, however, some¬ 
times had difficulty in controlling its policy because of its connections 
with German banking institutions in the Bagdad railway loans. The 
Russian Government in 1913 thought to weaken these connections by 
fostering an entente between the Banque Imperiale Ottomane and the 
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Tobacco Monopoly with an Austro-Gerinan group. 
Througli interlocking directorates it was represented on 
all the important French railways in Turkey, and on the 
Bagdad Railway. The French port companies at Constan¬ 
tinople and Beirut, the companies which supplied water, 
street-car service, and electric light to Constantinoj)lc ac¬ 
knowledged its interest. Working in connection with this 
bank and other French banks, French companies held be¬ 
sides numerous contracts and ventures throughout the 
Empire—roads, ports, docks, tramways, irrigation works, 
lighting and power plants. Despite Turkish friendship for 
Germany, it was the French investor who above all fi¬ 
nanced economic change in Turkey. 

France struggled with Germany for ascendancy. Still 
French and German banks joined in many loan issues; 
and according to Sir Adam Block, British representative 
on the Debt Council, there was a permanent understand¬ 
ing between them. In a memorandum sent by him to the 
British Government, it is stated: . .it would seem 

that as far back as 1894 some agreement was come to be¬ 
tween the French and Germans for a joint participation 
in the financial operations of this country . . . Whatever 
the date of the agreement may be, it is certain that an 

Banque Riisso-Asiatique. The founding of banks in the Near East was 
always a diplomatic affair. For an account of the policies and operations 
of the lianque Imp^riale Ottomane, see A. Billiotti, La Banque Imp^riale 
Ottomane (Paris, 1908), and G. Poulgi-Bey, Annales des Acoles lAbres 
de Sciencen Politiques (Paris, 1910). The provision in the 1875 Conven¬ 
tion between the bank and the government whereby the bank was 
appointed Treasurer-General was mainly inoperative. 

!<» In the terms of the report of the Commission pour la Defense des 
Porteurs de Valeurs et de Fonds Ottomans, pp. 102-103, French capital 
“directed public services through companies which concealed, under the 
legal mask imposed by the Turkish law, the French character of the 
funds which built them and the directors whom they obeyed. The net¬ 
work of these enterprises catches the whole economic life of the Turkish 
Flmpire; they write to our credit a mortgage which rests lightly on all 
parts of the Empire . . The plans of road building which certainly 
would have benefited Turkey were especially extensive. The Soci^t^ 
G^n^rale d’Entreprises dans I’Empire Ottoman had 12 branches spread 
throughout the land; when the war came it had 10,000 men at work. 
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agreement of some kind exists.”'^ The main partners to 
the agreement were the Deutsche Bank and the Banque 
Imperiale Ottomane. 

In general the French Government favored the invest¬ 
ment of French capital in Turkey. But before giving 
official listing to the Turkish government loans, the gov¬ 
ernment always imposed conditions or sought advantage. 
It would not permit the listing of the Turkish lottery 
bonds issued to finance the Oriental railways in the (then) 
European provinces of Turkey. In 1894-97 it acted as 
intermediary between Turkey and the Banque de Paris 
et Pays Bas (which the French Government drew into the 
affair) in arranging a loan for Crete—as part of a never 
executed plan of governmental and administrative reform 
drawn up by the Powers. The 1903 conversion loan was 
delayed until Turkey settled to the satisfaction of the au¬ 
thorities the claims of the French railway company, agreed 
to leave the control of the Constantinople docks in French 
hands, and gave its orders for military supplies to French 
factories.This conversion was promoted by interests 
concerned with the Bagdad Railway, who wanted to clear 
a path for the bond issues by which the railway was fi¬ 
nanced. Official listing of the Turkish loan of 1905 was 
deferred until the government was satisfied that French 
armament concerns would receive a suitable share of the 
orders which the loan was used to pay. In 1907, when the 
Turkish Treasury was empty, the French Government 
made assistance conditional upon the successful carrying 
through of a plan, in which French capital was interested, 
for the consolidation of the Heraclea coal fields. 

In 1910 the French Government attempted to impose 
conditions which caused the Turkish Government to bor¬ 
row in Germany against its original desire. The new 

11 British Documents, Vol. V, No. 147. 

12 France, Rapport de la Commission du Budget, Ministdre det Af^ 
faires ^trang^res, Exercice, 1906, p. 110. 

13 British Documents, V, 45-47. 
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Young Turk regime^ regarding Germany as tlie supporter 
of the reactionary politics of tlie deposed Sultan, looked 
to France and Great Britain for sympathetic support in 
what had been hailed at the time of the revolution as an 
effort to create a constitutional and enlightened govern¬ 
ment. In 1909 the French and English banks had joined 
with the German in a loan issue, although the new Turkish 
regime would not consent to place the revenues assigned 
as specific pledge for the loan under the supervision of the 
Debt Administration. The habitual frown of the French 
and English governments seemed to have vanished. By 
July, 1910, however, when Djavid Bey, the Turkish Fi¬ 
nance Minister, approached the British and French gov¬ 
ernments, their enthusiasm had changed to doubt and 
revulsion because of the massacres in Macedonia and 
Armenia. 

Negotiations were, to review the course of this impor¬ 
tant loan episode briefly, undertaken with the Banque Im- 
periale Ottomane despite the wish of the Young Turk 
regime to lessen Turkish dependence upon that institu¬ 
tion. No agreement was reached, whether because of the 
terms asked by the bank, or because of the interference 
of the French Government, is not clearly established.^* 
It is safe to surmise, however, that the French Govern¬ 
ment was already at this stage taking a hand in the nego¬ 
tiations, for it was interested in the effort to establish a 
budget and audit bureau in Turkey through the agency 
of the Banque imperiale Ottomane. A Frenchman, M. 
Laurent, was already engaged in this work as vice-presi¬ 
dent of the Commission of Financial Reform which drew 
up the first budget ever prepared in Turkey.^® 

Contemporary accounts call attention to the hostility of the Young 
Turk regime to the Banque Imperiale Ottomane. H. L. Pinon, L^Eurofe 
et la Jeune Turquie, pp. 138 et seq., says that the bank merely turned 
aside the request stating that the diplomatic agreement with the French 
Government was an essential preliminary since official listing was indis¬ 
pensable. 

15 Le March4 Financier, 1909-10, p. 642. The Turkish Ministry of 
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A syndicate headed by the Credit Mobilier was more 
agreeable, and in return for the pledge of the customs 
of the province of Constantinople undertook to issue a 
substantial loan. This loan pledge had been refused to the 
Banque Imperiale Ottomane.'® The French Government, 
when asked to grant official listing, put forward various 
conditions to its consent. Some time earlier the Russian 
Ambassador had suggested to his government that the 
opportunity be seized: 

to profit by the lack of money in Constantinople to secure 
from Turkey obligations restricting Turkey’s future mili- 
tary growth. From a military point of view the question of 
the Turkish railway constructions in the Caucasus and 
Northern Persia as well as the acquisition of men-of-war, is 
fraught with special importance.^’^ 

These objectives the French Government did not see its 
way clear to pursue directly. But in the conditions put 
forward might be discerned by the suspicious Turk hints 
of an attempt to achieve the same ends indirectly. The 
French Government asked first, that orders be reserved 
for French industry; not long before Turkey had pur¬ 
chased two battleships in Germany, the cost of which would 
be ultimately discharged out of the loan. Second, it sought 
a satisfactory settlement of disputes caused by the Turk- 

Finance had previously set up a commission composed of one French¬ 
man, one Englishman, and one Italian, to study the reorganization of its 
financial system. This commission made its recommendations early in 
1910 and the government had submitted various finance laws to Parlia¬ 
ment. In 1909 European officials had also been engaged by the Ministry 
of Finance among whom were M. Joly, a Frenchman, who was in charge 
of the Tax Control Section, and M. Laurent, in cliarge of accounts. Be¬ 
fore the loan was arranged, however, M. Laurent had fallen out with 
various members of the government becau.ie of his refusal to allow 
expenditures by the Minister of War not provided in the budget. For 
a picture of Turkish finances at the time, see his lecture in La Politique 
Budgetaire en Europe (Paris, 1910). On the controversy, see Le Marchi 
Financier, 1910-11, pp. 492—193. 

Grosse Politik, Vol. XXVII, No. 10043. 

17 B. De Seibert, Entente Diplomacy and the World, p. 299. 
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ish treatment of the Tunisian and Algerian subjects of 
France in the Turkish domains. Third, it sought a pledge 
that Turkey would reorganize its system of management 
of the public finances.^® The exact range and nature of the 
financial reorganization sought, is hard to determine be¬ 
cause of the mist of motives which hung over the discus¬ 
sions. The main feature of the plan previously formu¬ 
lated by M. Laurent, in the brief period that he was in 
charge of the Accounts Bureau of the Ministry of Finance, 
was that the Banque Imperiale (Xtomane should be made 
public Treasurer and given a visa power over public ex¬ 
penditure, to insure that it was in accord with the pre¬ 
pared budget.^® In addition to this arrangement, the 
French Government asked that French officials be in¬ 
stalled as financial counselors, and in the Bureaus of Au¬ 
diting and Accounts.^" 

These arrangements would certainly have benefited 
Turkey; and they, or alternative arrangements of the 
same import, were certainly necessary for the protection 
of the bondholders. But the Turkish Government refused 
to accept them in effective form."' Behind the proposals 
it suspected an indirect attempt to limit its military prepa¬ 
rations in behalf of Russia.^- In this refusal the Turkish 
Government may have been encouraged by German and 
English influences. Tlie Turkish and German govern¬ 
ments were in touch during the negotiations. According, 
further, to reports sent to Berlin by the German Ambas¬ 
sador in Constantino})le, the Turkish Minister had been 
moved to refuse by tlie advice of Sir Adam Block, the 
English delegate on the Debt Council, and by the promises 
of Sir Ernest Cassel."^ 

Mahmud Moukthar Pacha, La Turquie, L*Allemagne et L'Eu~ 
rope (Paris, 1924), pp. 102-103. 

^^Die Grosse Politik, Vol. XXVII, No. 10046. 

Ibid., No. 10052, and Le Marche Financier, 1910-11, p. 516. 

21 D. C. Blaisdell, European Financial Control in the Ottoman Em¬ 
pire (New York, 1929), pp. 216 et eeq. 

22 Die Grosse Politik, Vol. XXVII, No. 10045. 

^^Ibid., No. 10046. 
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At all events it was to Cassel, director of the National 
Bank of Turkey and rival (within measure) of the Banque 
Imperiale Ottomane, that Djavid Bey now turned. Cassel 
was prepared to arrange the loan, seeking the cooperation 
of the Deutsche Bank. But the English Government, act¬ 
ing in response to an official Erench request, made ener¬ 
getic representations to Cassel, who thereupon dropped 
the matter.^^ In this action the British Government was 
probably moved, too, by popular disapproval of recent 
Turkish conduct, and the wish to withhold aid to Turkey 
until assured of satisfaction in Bagdad railway plans. 

Only Berlin remained, and negotiations were under¬ 
taken there. The German Government pressed the banks 
to arrange the loan. The Kaiser issued his order to the 
Chancellor, ‘‘We must help Turkey financially without 
condition, with the aid of Austria, so that she will not 
come permanently under Anglo-French domination. Speak 
to Von Gwinner about this.’’^® The German banks wished 
at first to make only a six months’ advance but the ar¬ 
guments of the Chancellor prevailed. The French Gov¬ 
ernment appears at the last moment to have made a 
conciliatory gesture through the French representative on 
the Debt Council, but without effect.^^ 

The extension of aid by Germany did much to restore 
the Germans in favor in Constantinople, to make them 
appear as the only de])endable ally. They were more 
strongly established than under the old regime,^^ France 
paid for its effort to arrest Turkish financial disorder and 

2* De Seibert, op. cit., p. 302; R. Recouly, Revue Politique et Parle- 
mentaire, October, 1910, pp. 168 et seq,; Die Orosse Politik, Vol. XXVII, 
Nos. 10045 et seq. 

25 Even the Economist, October, 1910, approved the action because of 
the necessity of reforming Turkish finance and limiting its military ex¬ 
penditure. 

26 Die Grosse Politik, Vol. XXVII, Nos. 10049, 10063, 10068, 1006a- 
10067. 

27 Ibid., Nos. 10067, 10062. 

28 K. Helfferich, Die Deutsche Turkenpolitik (Berlin, 1921), pp. 22- 
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military expenditure; its previous actions and alliance 
with Russia made it suspect. Turkey chose the lender who 
permitted her to go to ruin in her own way, suspecting 
that in the plans of reform only another form of ruin was 
being prepared for her anyhow. 

After this episode, as before, Turkish government bor¬ 
rowing continued to be the subject of prolonged negotia¬ 
tions with the governments of the lending states. The 
French Government refused to permit the listing of a new 
Turkish loan during the Balkan War.^® But during the 
conflict, the initiative of banks and armament firms de¬ 
feated official pur poses. 

The Turkish Finance Minister in the autumn of 1913 
took up his travels. In Berlin he was informed that the 
condition of the capital market would make a Turkish 
loan unsalable.®^ The French Government was next ap¬ 
proached. It dishked the risk of strengthening Turkey, of 
perhaps making possible a new war. But in return for 
the loan and the cessation of French opposition to the 
Bagdad railway project, large industrial orders and rail¬ 
road concessions were now obtainable. The French Gov¬ 
ernment was willing to make the bargain. But in its wa^ 
stood a treaty which gave Russia a veto over railways in 
the districts which the French lines were to traverse. Rus 
sia would lift the veto only if Turkey entered into a new 
accord, exchanging old privileges for new ones.®" 

While waiting for Turkey’s need to assert itself deci 
sively enough, the French Government was shocked by th'* 

Livre Noir, II, 562; France, Documents Diplomatiques, Affaires 
Balkaniques, 1912-1914, Vol. Ill, Nos. 13, 39, 120. 

Isvolsky, Ambassador in Paris, wrote to his government and ex 
plained the difficulties faced by it because of the limits of its control 
over the banks and tobacco monopoly, Lwre Noir, II, 116, 118, 127-128. 
137-138. 

81 Djemal Pasha, Memoirs of a Turkish Statesman (New York, 1922), 
p. 55. 

82 Livre Noir, II, 142-143, 231; Documents Diplomatiques Franqais, 
1871-1914f 3d ser., Vol. I, No. 528. The demand of the Russian Govern¬ 
ment had stood throughout 1912 in the way of plans of the French banks 
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extension in November, 1913, of a loan to Turkey by the 
French banking house of Perier & Co., which was tempted 
by a spread of fourteen points between purchase and pub¬ 
lic sale prices.Official listing was not asked and the 
French Government was not informed in advance. Both 
French plans and peace in the Balkans seemed menaced. 
In Constantinople the ambassadors of France and Great 
Britain expressed their indignation. In Paris the French 
Minister of Finance reprimanded Perier, brought them 
to renounce their option for the second part of the loan. 
Belgian banks took up the option.®* The loan was 
ostensibly to pay back salaries of Turkish officials and sol¬ 
diers. But part of it was spent for the purchase of a dread¬ 
nought and ammunition in Great Britain.®® The negotia¬ 
tions were resumed, but twice they were held up by the 
fears of the Russian Government. The Russian Govern¬ 
ment in January, 1914, urged that the loan be not per¬ 
mitted because of the appointment of tlie German Field 
Marshal Liman Von Sanders to reorganize the Turkish 
army.®*^ The French Government did not venture to argue 
this matter too strongly. In February a new war between 
Greece and Turkey seemed imminent, and Russia was 
afraid that the loan would stiffen Turkish purposes. The 
French Government promised that it would make its reali¬ 
zation contingent upon the pacific march of Balkan af¬ 
fairs, and pointed out that most of the part to be issued 
immediately would be used to pay off outstanding debts 
and that the Baiique Imperiale Ottomane would be in a 
])osition to oversee its expenditure.®^ Again, the French 
Government was unwilling to put forward too firm condi¬ 
tions. It knew in January, 1914, that Turkey would buy 
the Moltke and the Goeben.®” 

33 Le Marche Financier, 19IS-14, p, 222. 

Livre Noir, II, 209-214; R. Poincar^, Au Service de la France, IV, 

10 . 

economist, January 3, 1914. 36 Livre Noir, II, 230-235. 

37 Tbid., pp. 242-243; Poincar^, op. cit., IV, 44. 

38 Poincari^, op. cit., IV, 24, 
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The loan was finally issued in Paris in April, 1914, 
after Turkey had reached an agreement with Greece about 
the islands. In compensation for this aid and for with¬ 
drawing opposition to the Bagdad Railway, railroad con¬ 
cessions for 2,300 miles of line in Syria and Anatolia were 
secured. French companies were to be given rights to 
harbor works in three Mediterranean and two Black Sea 
ports. French officials were to be employed in the Turkish 
financial and public works services. M. Joly, a Frenchman, 
was made Inspector-General of Finance. The privileges 
of French institutions and schools, hospitals, and churches 
were confirmed and extended.^® 

What portion of this loan was not required to pay off 
previous advances of the French and German banks was 
mainly used for military preparation. Despite its agree¬ 
ment with Greece, Turkey cherished a resolution toward 
war in behalf of the islands ceded.It ordered in France 
six destroyers, two submarines to be built by Creusot, 
mountain guns and seaplanes.*^ Part of the Greek loan 
issued in Paris the month before was similarly spent.A 
French mission was strengthening the Greek army and 
fortifications; a German mission was doing the same in 
Turkey. A British naval mission was busy in Greece; an¬ 
other British naval mission was no less busy in Turkey 
English armament firms were modernizing the Turkish 
arsenals and building floating docks for newly purchased 
warships. Greece called on Serbia to carry out its military 

Rapport de la Commission du Budget, Affaires ^tranghres, Exer- 
cice, 1914. 

^0 E. Driault et M. L’H^ritier, op. cit., V, 156-167. 

Djemal Pasha, op. cit., pp. 95, 102. 

♦2 Driault et L’H^ritier, op. cit., V, 163-157. 

Economist, January 3, 1914, and May 80, 1914, spoke of the dread¬ 
nought purchases made from the Perier loan as “the first fruits of our 
naval mission to Constantinople” and continued “fortunately for Greece 
by the beneficial foresight of Mr. Churchill, the Turkish Rear-Admiral 
Limpus will be opposed in the forthcoming war by Rear-Admiral Mark 
Kerr.” 



330 Europe: The World’s Banker: 1870 1914 

convention of June 1, 1913, but the latter hesitated. Such 
was the situation when the war came. 

THE ROLE OF THE POWERS-GREAT BRITAIN 

British official policy up to the default of 1875 had rather 
encouraged the flotation of Turkish securities in London. 
The 1865 loan, incurred for the conduct of the Crimean 
War, the British Government joined with the French to 
guarWtee. Despite the cold skepticism of many observers 
of Turkish affairs, it tended to continue to indicate such 
optimistic regard for Turkish effort as to encourage 
British investors to continue to buy Turkish loans. Color¬ 
ing its attitude was the wish to maintain the integrity of 
the Turkish Empire as an obstacle to Russian ambitions. 
After the declaration of Turkish bankruptcy in 1876, and 
in the face of the weakening of the Turkish Empire, 
British policy became more complex. 

Toward new public borrowing the British Government, 
warned by its experience, maintained a noncommittal atti¬ 
tude. British financiers fell in the way of consulting the 
government before entering into loan engagements. But 
whenever possible the government tried to avoid respon¬ 
sibility. Thus in 1908 when the Young Turk Cabinet 
asked Sir Edward Grey to intercede with the British 
bankers in their behalf, he passed on the request to Roths¬ 
child and Baring; but when these bankers decided that 
a Turkish loan could not be satisfactorily marketed, no 
attempt was made to reverse the decision.*^ Now and 
again, however, the government interposed itself or gave 
advice. In 1910, as has been related, the Foreign Office 
induced Sir Ernest Cassel to drop his loan arrangements. 
Again in 1912, when consulted by the National Bank of 
Turkey, it advised against the making of advances until 
Balkan disputes were settled.^® But with these exceptions 
it permitted bankers and investors to reach their own deci- 

« Brithh Documentt, Vol. V, No. 202. 

« Die Oroste PolUik, Vol. XXXIV, No. 24646. 
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sions. These took only a lesser part in Turkish govern¬ 
ment financing. Their preference ran to other fields. The 
spectacle of a government which put itself perpetually in 
debt to sustain a military effort, did not attract them. The 
government did not ask them to make loans against their 
judgment. It refused a responsibility undertaken by the 
governments of Germany and France. 

But in the rivalry between its financial groups and those 
of other countries, the British Government began to dis¬ 
play firmness and initiative after the entry of German 
enterprises. Persistently it was pushed forward along this 
course. Still Sir Edward affirmed in 1908: 

I was distressed to find when I came into office how com¬ 
pletely we had been ousted from commercial enterprises in 
Turkey and how apparently hopeless it was to get a footing. 
That is why I encouraged cooperation with the French; it 
seemed as if British enterprise in itself had no prospect. 
Since then I have been disappointed to find what a very poor 
set of financiers had got commercial enterprise in Turkey 
in their hands.*® 

Perhaps this statement explains why Sir Ernest Cassel 
was encouraged to found the National Bank of Turkey— 
to serve British enterprise in that land. From 1910 to 
1914 when the breakdown of Turkey seemed imminent, the 
British Government interposed itself strongly against the 
neglect of British interests. In the series of settlements 
negotiated just before the outbreak of the war, it acquired 
for British enterprise the area of operation, the oppor¬ 
tunities most desired. Though it might have preferred to 
see the financing of Turkey left entirely to the ordinary 
play of private interests, the British Government, like 
those of Germany and France, intervened in the process 
with all its diplomatic force—while the Turkish Govern¬ 
ment continued to borrow and spend with the laxity of 
despair. 

British Documents, Vol. V, No. 208. 
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TO PROTECT THE BONDHOLDERS-THE OTTOMAN PUBLIC 

DEBT ADMINISTRATION 

When after the disasters of 1876—78, the tiuropean 
Powers met at lierlin to settle Near lL<astern affairs, they 
induced Russia to lessen its indemnity demands and sought 
to save for their bondholders something from the wreck of 
Turkish finances. The British and French governments 
had in indirect ways upheld the faith of their capitalists in 
the ultimate solvency of the Turkish Empire.*^ In the 
protocol of peace was inserted: 

The powers represented at the Congress are of the opinion 
to recommend to the Sublime Porte, the establishment at 
Constantinople of a Financial Commission of specially quali¬ 
fied men named by their respective governments, and au¬ 
thorized to examine the claims of the holders of the Turkish 
debt and to propose the most effective means to give them 
satisfaction compatible with the financial situation of the 
Sublime Porte. 

Turkey refused to accept the appointment of an official 
commission. But realizing that control probably would be 
imposed if all debt payment remained in default and all 
measures neglected, she entered negotiations with the 
representatives of the bondholders. The negotiations not 
going to her satisfaction, she attempted to settle the ques¬ 
tion by arbitrary action. The resistance of the bondholders 
and their supporting governments blocked all avenues of 
credit. The Turkish Government faced by a large volume 
of short-time obligations, held chiefly by local banks which 
pressed their claims vigorously, leased revenues to them. 
The foreign bondholders protested against the discrimina¬ 
tion with their governments’ support. In 1880-81 agree¬ 
ment was reached and embodied in a decree of the Sultan 
—the Decree of Mouharrem. Turkey, thereby, put into 
receivership under control of the creditors, certain of her 
^7 Blaisdell, op. cit., p. 54. 
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revenues. The decree can be considered as a bilateral con¬ 
tract. The creditors could resume their original rights in 
event of its repeal or violation. The Powers took official 
note of the arrangement. 

For the service of the much reduced debt there was 
placed under the creditors’ control (a) the government 
monopohes of salt and tobacco (not including the customs 
duty on tobacco), (b) the stamp, spirits, and fishing 
taxes, (c) the tax on raw silk production in certain dis¬ 
tricts, (d) any excess of customs that might result from 
rate increases, (e) the annual tribute due from Bulgaria, 
which was never paid and was replaced by a tithe on to¬ 
bacco, and (f) other miscellaneous sources of income which 
never grew important. Without the consent of the credi¬ 
tors the level of these taxes could not be changed to tlie 
detriment of the bondholders. The decree provided that 
four-fifths of the product of these revenues was to be used 
in payment of interest, one-fifth for amortization. The fact 
that the bondholders alone could profit from any increase 
in their yield deprived the Turkish Government of any 
direct incentive to cooperate in augmenting the yield. 

For supervision of the administration and collection of 
these revenues and their application to the debt service, an 
international administration was established. This ad¬ 
ministration was empowered with ‘‘the administration, col¬ 
lection and direct encashment, for the account of the bond¬ 
holders and by means of its agents, of the revenues and 
other resources” put aside for the debt service. The seven 
members of the Council of the Administration were named 
by foreign banks or bondholders’ groups, one each by the 
French, German, Austrian, Italian, and Turkish, one by 
the English and Dutch together, one by the holders of the 
Privileged Debt (represented by the Banque Imperiale 
Ottomane). The presidency alternated between the French 
and English representatives; the Director-General for 
most of the period up to 1914 was French. The Council 
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acted by majority vote. Its members could not be with¬ 
drawn except by the appointing bodies, and could not hold 
positions in the Turkish or foreign military or diplomatic 
service. Its acts of administration had to be in conform¬ 
ance with existing laws and the terms of the decree. Dis¬ 
putes with the Turkish Government were to be submitted 
to arbitration. Though it appointed its subordinates, these 
wc^re Turkish officials; their promotion required the con¬ 
sent of the Turkish Government. In all the meetings of the 
Council the Turkish Government had a representative 
with advisory powers. Official Turkish controllers had ac¬ 
cess to all books and papers but could not intervene in the 
work of the administration. The administration drew up 
its own budget; the Turkish Government was obliged to 
approve it as long as it was in accord with law and decree. 

Such was the arrangement by which the foreign bond¬ 
holders guarded their rights.*® The Council administered 
directly the Salt Monopoly, the stamp, fishing, spirits, 
and silk taxes. The Tobacco Monopoly was farmed out to 
a Regie (owned by French and Austrian-German capital) 
for a fixed annuity and share in tlie profits.*® The whole 
arrangement worked with surprisingly little conflict. The 
only dispute of importance between the Turkish Govern¬ 
ment and the Council which required arbitration arose in 
1903 over the wish of the Council to make an extra in¬ 
terest distribution. From 1881 to 1903 the ceded revenues 
yielded enough to meet the minimum interest obligation 
of 1 per cent but little more. The net yield was virtu¬ 
ally stationary—averaging annually about 2.1 million 

48 For a full list of the regular and special reports issued by the 
Debt Administration, see Blaisdell, op. ext., p. 109. For details of its 
organization, legal status, etc., see G. Young, op. cit,, Vol. V, Chap. 
LXXXV. 

49 Its operations and balance sheets are given in the annual Reports 
of the Council of the R^gie to the General Meeting of Shareholders, 
1884-1918. After a period of deficits, which compelled a reduction of 
capital, the R^gie became profitable; in 1913-14 the shareholders re¬ 
ceived 13-14 per cent on their capital. 
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Turkish pounds for the period 1882—1902.^^ The reports 
of the Council affirm repeatedly that the Turkish Govern¬ 
ment cooperated only half-heartedly in action necessary 
for the development of the revenues because it had no 
direct interest in the result.®^ Improvement was made in 
the salt industry and an export trade developed. Silk cul¬ 
tivation was encouraged, instructed, and extended. The 
yield of the stamp tax was less than might have been hoped 
because of the virtual exemption of foreigners, the native 
habit of verbal bargaining, and the laxity of the Turkish 
authorities. The taxes on spirits favored importation 
rather than domestic production. 

By 1903, about 22 per cent of the debt affected by the 
Decree of Mouharrem had been redeemed. But circum¬ 
stances favored a debt conversion and revision of the ar¬ 
rangement. The bondholders had become impatient with 
their low return. The Turkish Government wished to in¬ 
crease its customs duties in order to pledge the increase 
for the payment of Bagdad Railway bonds, but under the 
1881 decree such increase would go only to the holders 
of the previous bond issues. In France the Ministry of 
Finance was occupied by Rouvier, who not long before 
coming into office had participated in the formulation of 
conversion plans. A new agreement was successfully nego¬ 
tiated. The old debt was converted into a new one bearing 
higher interest but much reduced in principal. Thereafter 
three-quarters of any surplus in the yield of ceded reve¬ 
nues over the fixed annuities would be turned over to the 


80 The 

average annual yield of the revenues for 5-year periods were as 

follows in thousands of Turkish 

pounds: 


Years 

Yield 

Years 

Yield 

1882-87 

2,339 

1897-1902 

2,538 

1887-92 

2,328 

1902-7 

3,064 

1892-97 

2,503 

1907-12 

4,527 (Including new 




customs surtax) 

81 The description given by Laurent, op. 

eit., shows that even after 

the 1903 conversion the situation left much to be desired. 
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Turkish Government; the remaining fourth was used for 
amortization. 

From 1903 on, the yield of the ceded revenues increased 
more ra])idly despite the disorder that prevailed within the 
Ottoman Kmpire. Between 1883 and 1913 the yield of the 
revenues administered directly by the administration 
doubled (after deduction of the yield of special surtaxes 
imposed in the later years). Including the returns from 
the increases in the customs duties and the additional reve¬ 
nues subsequently put under the administration’s guardi¬ 
anship, the gross revenue received by the Commission was 
in 1913-14 almost 5.4 million Turkish pounds as against 
3 millions in 1903-4.®^ This growth despite the obstacle 
of circumstance is to be attributed to the efforts of the 
international Debt Administration. The administration 
strove to improve commerce, agriculture, and industry. It 
regularized the application of the tax laws under its con¬ 
trol, fought evasion and contraband. It encouraged, by 
technical help, the growth of silk production. Still in all 
these efforts it stopped short of entering too frequently 
into the ordinary life of the people; for that reason it left 
undone much that it recognized as needing doing. The 
administration of the farmed Tobacco Monopoly remained 
rather poorer than that of the Salt Monopoly which was 
under direct control. Some of the revenues under the ad¬ 
ministration’s care it made no attempt to collect directly, 
leaving that task in the hands of the Treasury or other 
agents of the Turkish Government; it was aware of the 
danger of bringing the stranger into contact with the 
Mussulman population in the unpopular character of tax 
collector. The administration, itself, had on March 1, 
1912, 8,931 employees, of whom two-thirds were perma¬ 
nent. 

The establishment of the Debt Administration assured 
debt payments despite the recurrence of heavy budget 
deficits. As new debts were contracted after 1903, the 

52 Sir Adam Block, Special Report on the Ottoman Public Debt, 1914. 
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range of revenues put under the supervision of the Debt 
Administration was extended. Turkey, when it could, bor¬ 
rowed without going further in the direction of taking 
sources of revenue out of tlie hands of its General Treas¬ 
ury and setting them aside. Thus the Young Turk regime 
managed to secure large loans in 1909 and 1910 without 
assigning special revenue to the care of the administra¬ 
tion. But when no other terms were possible, it yielded to 
necessity. The existence of the Debt Administration se¬ 
cured it trust that otherwise would have been denied, trust 
on interest terms lower than 6 per cent up to 1914. Lend¬ 
ers counted for their security upon the increase in yield 
that could be obtained from a source of revenue after it 
was transferred from the government to the administra¬ 
tion. They believed, too, that the support of their govern¬ 
ments would be given to the administration if trouble 
came. This speculative judgment overlooked the determin¬ 
ing fact that in the long run, no matter what safeguards 
are taken, the security of an investment cannot be better 
than the political health of the country in which it is made. 
If that is weak and abused, security will fail, unless the 
power to borrow is checked or taken away. Without such 
provision international financial control cannot avoid a 
final crash. 

Beginning in 1907 the Debt Administration was made 
by treaty the official agent of the European Powers in the 
collection of the 3 per cent customs surtax, most of which 
was to be devoted to Macedonian reforms. Its duties were 
limited to the verification of the records of collection and 
to encashment. This extension of its activities gave the 
administration a clearer claim than before upon the sup¬ 
port of the Powers for the execution of its duties. But even 
previously it had become plain that the will of the govern¬ 
ments as well as of the bondholders was represented in the 
Council. 

Gradually there developed a large measure of common 
interest among the members of the Council and the foreign 
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groups which held railway and industrial concessions in 
Turkey. The British, French, and German members en¬ 
couraged tlie Turkish Government in its wish to build 
railways across its territories, thereby to increase the basis 
of revenue available for the public debt. The revenues 
pledged for tlie kilonietric guaranties given were put un¬ 
der Ihe guard of the Debt Administration. The chief reve¬ 
nue so pledged was derived from the tithes of the terri¬ 
tories traversed. The representatives of the administration 
had an effective voice in the proceedings incident to the 
adjudication and encashment of these tithes, stepping in 
to prevent maladministration and diversion of receipts. 
'^Foward the Turkish Government they took the role as 
trustees of the railroad bondholders. 

With these foreign-owned railroads, and with much of 
the rest of foreign enterprise in Turkey the members of 
the Council were personally connected.For example, Sir 
Vincent Caillard, British member of the Council, shared 
with Herr Kaula of the Deutsche Bank the preliminary 
concessions in 1888 for the extension of the Haidar-Pasha- 
Ismidt Railway and later served on the Board of Directors 
of the Anatolian Railway. One of his successors. Sir 
Adam Block, was President of the British Chamber of 
Commerce in Constantinople, and a director of the Na¬ 
tional Bank of Turkey. He was also on the Board of Di¬ 
rectors of the Imperial Ottoman Docks, Arsenals, and 
Naval Constructions Company, a Turco-British ven¬ 
ture organized in 1914 by English armament firms to 
reconstruct the dockyards and arsenals of the Golden 
Horn, and to construct floating docks in the Gulf of Is- 
midt.®^ Commandant Berger, for many years French rep¬ 
resentative on the Council, was the dominating personality 
in the direction of three important French-owned railway 
lines, on the Board of Directors of the Anatolian Railway, 

*8 Blaisdell, op. cit., pp. 215-224, enumerates these connections in 
detail. 

8* Economist, December 6, 1918. 
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and vice-president of the Tobacco Monopoly. On the 
Board of Directors of the Bagdad Railway were the Ger¬ 
man, French, and Turkish members of the Council, as 
well as the Director-General of the Administration. The 
German member of the Council was on the Haidar-Pasha 
Port Company. 

These positions in major industrial enterprises—of 
which the preceding is but an incomplete review—tended 
to pass with the succession to place on the Council. By 
virtue of their official duties, their personal interests, and 
their connections with the governments of the countries 
from which they came, the members of the Council became 
the advocates of foreign enterprise in Turkey.*^® Thus the 
Debt Administration became more than a protective body 
for the holders of Turkish government bonds. It developed 
into an agency whereby the enterprising capital of West¬ 
ern Europe sought profit midst the disorder and weakness 
of Turkey. 

In the rivalry between the governments of the capital¬ 
lending countries for place in Turkey, the members of the 
Council were also involved. The representatives tended to 
act in defense and promotion of the financial groups of 
the countries from which they came. But much of the fi¬ 
nancing carried out in Turkey was undertaken by inter¬ 
national combinations, as in the case of the Bagdad Rail¬ 
way, and the Banque Imperiale Ottomane; and for the 
sake of mutual adjustment of interests, mutual aid and 
support were common. 

The members of the Council, and the banking groups 
which appointed them, were aware that they needed the 
backing of their governments, and could not afford to 
cross them seriously. Most of the appointees were drawn 
from government service, and were 

thoroughly conversant with the technique of granting official 
protection to special interests, or, on the other hand, equally 

Blaisdell, op, cit,, p. 224. 
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familiar with the most effective means of commanding such 
defense. At the same time it can be safely ventured that the 
larger interests of their respective governments would receive 
solicitous attention to the degree that each member was able 
to accord.®® 

Each member of the Council was in the habit of keeping 
in close touch with the ambassador of his country, and 
ordinarily in correspondence with his government. The 
German representative was nominated by the President of 
the Prussian State Bank, and elected by the Deutsche 
Bank and Bleichrdder with the concurrence of the Foreign 
Office. On one occasion this concurrence was given only 
on the condition that the appointee should not be subject 
to the control of the house of Bleichroder.®^ The French 
and British appointments were made by groups accus¬ 
tomed to discern their governments preference. Because 
of the fact that the holders of the Privileged Bonds re¬ 
tained a place upon the Council even after the conversion 
of these securities, the French interests controlled two 
places. In 1913-14 Russia made efforts to secure a place, 
though Russian investment in Turkish securities was 
negligible.®® The French Government for a time gave its 
support. But Germany demanded in return that a second 
German delegate be appointed, and that the presidency 
of the Council should be open to the representative of the 
German bondholders in rotation with the French and 
English. In the attempt to enforce its demand Russia 
withheld consent to an increase in the Turkish customs 
duties.®® 

Despite the connections with their governments, the in¬ 
dividual members of the Council were, in their daily ac¬ 
tivities, primarily concerned with the interests of the bond- 

6® Blaisdell, op. cit., p. 224. 

British Treasury, Memorandum on the Ottoman Public Debt, pre¬ 
pared for the Peace Conference. 

88 Livre Noir, II, 240 et seq. 

89 A. Lichnowsky, Heading for the Abyss, p. 32. 



Turkish Empire and European 1 nvcstors 341 

holders they represented, and the financial groii])s with 
which they worked. The methods of public business in 
Turkey they lamented but accepted. The Turkish Gov¬ 
ernment and people wanted their support, and needed the 
groups behind them. As long as Turkey resorted con¬ 
tinually to European investors, outside control was a pri¬ 
mary condition of security demanded by the investors. But 
the security obtained was only superficial. The arrange¬ 
ments for international control could not, when calamity 
came, protect those who furnished capital to finance Tur¬ 
key. It is even conceivable—but this is merely one of the 
threads of speculation which may be drawn out of the 
skein of pre-war history—^that it made the calamity more 
certain by enabling Turkey to borrow. 



CHAPTER XV 


THE FINANCING OF RAILROADS IN 
ASIATIC TURKEY 


in revolt, the Armenians in protest and disorder, the 
Kurds against the law, the Slavs and Bulgars fighting for 
their freedom. His power to maintain unity and order was 
balked by mountains and distance. Foreign Powers threat¬ 
ened his sovereignty and independence. Foreign residents 
in Turkey lived under their o^\^l legal administration. His 
power to change customs duties was limited by treaty, and 
many of his other revenues were pledged to foreign credi¬ 
tors and under their supervision. Thus many were his dif¬ 
ficulties and sorrows; and small seemed the sums furnished 
by his subjects. 

His country had few roads, little organized trade, an 
unproductive agriculture despite much good soil; its 
mineral resources lay unextracted. If the country was to 
be preserved it was plain that political control and unity 
must be restored, the military power increased, and re¬ 
sources and trade developed. These were the vital ends 
that railways were to serve in Turkey. 

THE RAILWAY PROGRESSES TOWARD BAGDAD 

Railroad building in Turkey had begun in the sixties. 
French and English capitalists had built roads in Syria 
and Asia Minor, and one of the first acts of the Sultan 

1 The matters dealt with in this chapter have been studied in OTcat 
detail by E. M. Earle, Turkey, the Great Powers, and the Bagdad Rail¬ 
way (New York, 1923). The general course of events is well portrayed 
by P. T. Moon, Imperialism and World Politics (New York, 1927). I 
have drawn on both these sources. 


T he Sultan Abdul Hamid found the task of gov¬ 
erning his empire an anxious one.^ His was a poly- 
irlot and rebellious people. The Arabs were often 
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was to arraii<re for their extension. The through hue from 
the Austro-Hungarian border to Constantinople had been 
opened in 1888 and gave access to the European domains. 
But tlie great dream of the Sultan was the eonstructioii 
of a trunk line through Turkey in Asia, whicli would with 
its branches unite Constantinople, Smyrna, Alej)po, 
Damascus, Beirut, Mosul, Bagdad, and end at the Pcrt^ian 
Gulf. Then Turkish police and military power could be 
made effectiye from the Black Sea to the Persian Gulf, 
and from the Bosphorus to the Persian Gulf. Troo[)s could 
be drawn from distant places. Rebellion could be su])- 
pressed, revenue increased, enemies met, and freedom re¬ 
won. The members of the international Debt Administra¬ 
tion encouraged the plan. Sir Vincent Caillard, Chairman 
of the Administration, tried to form a British syndicate 
to finance the project, but failed. 

The Germans accepted the opportunity. The British 
had built a railroad from Haidar-Pasha, across the straits 
from Constantinople, inland to Ismidt. This a German 
syndicate bought, and sought from the Sultan a conces¬ 
sion to carry it on to Angora. The Sultan gave the com¬ 
pany an annual subsidy per kilometer built. The Ana¬ 
tolian Railway Company was formed. Sir Vincent Caillard 
was elected to its board so that the support of the Debt 
Administration and of British capital would be assured. 
Ownership was vested in a holding company, the Bank fiir 
Orientalische Eisenbahnen, at Zurich—which held also the 
control of the Oriental railways. This concession was not 
secured without German official aid. The German Ambas¬ 
sador had taken the initiative of inducing German capital 
to seek it. But at the start the Deutsche Bank was hesitant 
because of the large capital needed. Bismarck, while offer¬ 
ing no objection, made it clear that he accepted no re¬ 
sponsibility for the protection of the company. He fore¬ 
saw the struggle of influence which would rage about 
Turkish railroads. But once the German group had de¬ 
cided to finance the undertaking, the German Government 
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gave its vigorous support in rivalry witli other govern¬ 
ments. Von Siemens of the Deutsche Bank gained favor 
l)y lending the Sultan SO million marks wherewith to dis¬ 
charge a Russian debt. In October, 1888, the final con¬ 
cession was granted. The march of German enterprise 
and political influence in Turkey had begun. 

The railroad reached Angora in 1893. The Sultan 
wished it carried to Konia, in the interior, at once. Inside 
and outside of Turkey obstacles had to be met. Many 
members of the Sultan’s government, encouraged by the 
French, opposed the grant. The Deutsche Bank found the 
technical and financial difficulties serious. The Sultan ap¬ 
pealed to the Kaiser for aid against the opposition and 
hesitation. They were, in the end, overcome. Construction 
was begun, and under the eager watchfulness of the mon- 
archs, Konia was reached in 1896. 

The French had not been left without compensation 
for this new grant to German capital. French capital had 
financed and French management controlled railways run¬ 
ning north and east from Smyrna. They had bought the 
road from Smyrna to Cassaba from the British owners. 
They had begun to link towns and seaports in Syria. 
The mileage of these roads was greater than the AnatoUan 
Railway. Now the Smyrna-Cassaba line was given a con¬ 
cession for extension further into the interior. The French 
strove to keep a predominant place in the operation of 
railroads in Asiatic Turkey, especially in Syria where 
other French economic interests were numerous and 
French clerical and cultural institutions firmly estab¬ 
lished.^ ^ 

The original concession to the German group had 
carried a provision looking toward prolongation to the 
Persian Gulf. But this needed confirmation and definition; 

2 Report of the Aetociation Nationale dee Porteurt Franqais 1915-20 
contains a good series of detailed studies of the financial history of the 
French railways in Turkey. The British had also sought compensation at 
the time in the form of a railway concession to Angora; the German 
threat to oppose British policy in Egypt quickly brought a compromise 
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and even when these were obtained the financial and jio- 
litical obstructions had to be met. The next section of the 
road had barren stretches to cross and mountains to 
pierce, and no great amount of capital was easily to be 
found in Berlin for this purpose. The Paris market had 
capital easier to be attracted, and the French bankers 
were, with strong diplomatic supjiort, pushing forw^ird 
with a plan for a railroad to run from the Mediterranean 
to the Persian Gulf, which would use the existing French 
railroads as nucleus. The German Ambassador at Con 
stantinople was w^arning that if the German group did 
go forward with its concession, the French and English 
groups active in Constantinople would. But the Deutsche 
Bank was insisting upon the need of foreign assistance 
in order to reduce the burden and the risk, and reluctantly 
the German Government consented to the prospect of out¬ 
side participation. In May, 1899, the German interests, 
the Deutsche Bank and Anatolian Railroad Company, and 
the Anglo-French interests, the Banque Imperiale Otto- 
mane, and the Smyrna-Cassaba Railway, reached an agree¬ 
ment.® The two main groups were to have equal participa¬ 
tion in ownership and control of a new company to be 
formed to build from Konia to the Persian Gulf. Forty 
per cent of the capital was to be German, 40 per cent 
French (Anglo-French), and the remaining 20 per cent 
was to be offered to Turkish investors.** The Anatolian and 
Smyrna-Cassaba railways were to cooperate with the new 
road under a working agreement. Both banking groups 
were to endeavor to secure the united support of their 
governments in behalf of the claims of the Deutsche Bank 
to the concession. The French Ambassador gave his 
friendly aid to the German Ambassador. The British Gov¬ 
ernment, informed by its representatives, seemed not op- 

3 K. Helfferich, Georg Von Siemens, III, 92 et seq., gives details of the 
understanding. 

^ In an annex it was provided that a share should be reserved for 
possible British participants. 
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posed; it was occupied with affairs in South Africa. In 
November, 1899, the award of the concession for construc¬ 
tion, clear to the Persian Gulf, was announced. In return, 
the Deutsche Bank was induced under the urgent pres¬ 
sure of the German Ambassador to grant a loan to the 
Sultan. 

Routes were surveyed, and the award made definitive in 
Jai|uary-March, 1902. Probably in deference to Russian 
opposition, a route more southerly than that originally 
proposed was selected. The road was to traverse high table¬ 
lands and mountains, and to connect with the Syrian rail¬ 
ways ; its terminus was to be at Basra, on the Turkish Gulf 
500 miles beyond Bagdad. A branch was to extend to 
Khanikin on the Turkish-Persian border. In March, 1903, 
the Bagdad Railway Company was organized by the 
Deutsche Bank under Turkish law. To it was conveyed 
without right of cession, transfer or assignment, the con¬ 
cession for the construction and operation of the new rail- 
way beyond Konia.*^ The charter of the company provided 
for the subscription of 10 per cent of the capital by the 
Anatolian Railway Company. Three, at least, of the eleven 
members of the Board of Directors were to be appointed 
by the board of the Anatolian Railway Company, and at 
least three others were to be Turkish subjects. This, as 
Mr. Earle states, assured Turco-German control.® 

» For the text of the convention between the Turkish Government and 
the company, the statutes of the company, and the various loan contracts 
it entered into, see Great Britain, Bagdad Railway {No. i), 1911 (Cmd. 
5635, 1911). 

« Earle, op. cit., p. 70. Mr. Earle is of the opinion (footnote 31, p. 88) 
that such control was not inconsistent with the 1899 agreement which 
“assured French interests 40 per cent of the shares of the Bagdad 
Railway.” But it would appear to be plainly contrary to Clause 1 of 
that agreement which states that the German and French bankers were 
to be equally represented in ownership and control. Clause 1 may have 
been deliberately drawn in such a way to permit differing interpreta¬ 
tions by different parties and at different times. The French bankers 
were eager to share in the business even though they might be in a 
minority position; Clause 1 might have been intended to satisfy their 
government. 
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Some of the main features of the agreement (March 
6, 1903) between the company and the Turkish Govern¬ 
ment should be noted. To the company the Turkish Gov¬ 
ernment was to give 4 per cent bonds at the rate of 
275,000 francs, nominal value, per kilometer constructed, 
which the company would sell to finance the road. This 
bonded debt was to be a first mortgage on the road, and 
the revenues of the districts traversed were set aside for 
debt service, and put under the supervision of the inter¬ 
national Debt Administration. The government guaran¬ 
teed, further, to cover operating expenses up to 4,500 
francs per kilometer, provided receipts did not do so. In 
return, the government was to share largely in any excess 
of gross receipts over that amount. The banks had to fur¬ 
nish little capital outside of that secured by the sale of 
tlie bonds. Similar guaranties had been given previously 
to other railway enterprises. The materials needed for the 
railroad construction and development of the road, and 
coal used in its operation, were to be free of domestic taxes 
and customs. The land required for right of way was to 
be conveyed free of charge to the company. Timber neces- 
sary for the construction and operation of the railway 
might be cut without compensation from the state forests. 

This assistance was none too great, nor these terms 
none too burdensome for a railroad undertaking built in 
advance of traffic in the disturbed Turkish Empire. But 
certain of the other subsidiary rights granted went beyond 
the reckoning of wisdom. The railroad property and reve¬ 
nue were given perpetual tax exemption. The company 
was given the right to operate tile and brick works along 
the railway, and to establish hydroelectric plants to gen¬ 
erate light and power—without sufficiently clear restric¬ 
tion as to the extension these enterprises might take, and 
with the same exemption from taxation as the railway en¬ 
joyed. And finally the company was given mining rights 
but not monopolistic rights—within a zone twenty kilo¬ 
meters each side of the line. Considering the fact of gov- 
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eminent guaranties, there was little more to be given away; 
and yet the supporting banks and investors lost their 
money. If peace had prevailed, these privileges would have 
been unjust; when war came they proved unavailing, and 
war was the most evident danger. 

In compensation, the convention provided that the rail¬ 
road, free of debt, should become the property of the gov- 
eimment in 99 years. The government was given the right 
to repurchase the road by paying an annual sum equal 
to 50 per cent of the average gross revenue receipts dur¬ 
ing the previous five years—in no event to be less than 
12,000 francs per kilometer. It was agreed that disputes 
arising out of the convention should be settled in the com¬ 
petent Turkish courts. In a secret appendix the company 
promised not to encourage or locate foreign settlements 
in the vicinity of the railroad. 

THE PROJECT OF INTERNATIONALIZATION FAILS 

Such were the main terms of the convention under which 
capital drawn from France, England, and Germany was 
to unite and restore Turkey. The Gemian group immedi¬ 
ately began further negotiations with French and English 
groups for the disposition of the bonds to be issued to 
finance the first section. The governments watched, and in 
the outcome both French and English governments dis¬ 
couraged the participation of their citizens. 

The Russian Government had shown unfriendliness to 
the project as early as 1889, fearing that a strengthened 
Turkey would be a menace to its position in Northern 
Asia Minor, and cherishing fitful ambitions to possess the 
straits. The abandonment of the more northerly route, 
and the pledge obtained from Turkey in 1900 that no 
concessions would be granted for railroad construction in 
Northern Anatolia or Armenia except to Russian na¬ 
tionals or syndicates having the approval of the Czar, had 
removed the strategic menace. For a short time thereafter 
the Russian opposition waned because of French financial 
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persuasion and anticipation that Great Britain would 
share in the enterprise/ But thereafter the Russian Gov¬ 
ernment again viewed the project with uneasiness. It pre¬ 
ferred a Turkey impoverished and disunited to a Turkey 
developed and united, and feared it would give Germany 
preponderance in Asia Minor. These views were impressed 
upon the French Government. Besides, the commercial in¬ 
terests of Lyon and Marseilles were alarmed lest their 
trade with the Near East be injured by the new overland 
route. The clerical interests voiced their fear that France 
would lose its protectorate over the Catholics in the Near 
East. These combined anxieties found support in the 
French Parliament in 1902.® Besides, it is also probable 
that the French Government did not believe that in the 
final arrangements French interests would be given as 
large a share as the German in the actual determination 
of the policy of the company.® Thus, despite its earlier 
friendliness, in October, 1903, the French Government 
declared that it would refuse official listing to the Bagdad 
Railway bonds and admonished the bankers not to par¬ 
ticipate. The Banque Imperiale Ottomane remained bound 
by its contract and took up its participation; the bonds 
remained in its portfolio and it had a minority representa¬ 
tion on the board of the company. 

The British Government had been openly friendly to 
the concession award to the Deutsche Bank while it was 
being negotiated. The official attitude had been that since 
the railway was to be built, it would be desirable to have 
British capitalists share in the venture.^® This attitude 
had been sustained throughout 1901 and 1902. The gov¬ 
ernment on several occasions exerted itself to induce Brit- 

7 British Documents, Vol. II, Nos. 202, 208, 217. 

« Dibats Pari. Chambre d€ Diputis, March 24, 1002. 

• This view the British Ambassador at Constantinople reported the 
French Ambassador to have expressed in July, 1908. British Documents, 
Vol. II, No. 228. See also £. Dubief, Revuo tconomique Internationale, 
April, 1912, pp. 82-87. 

10 British Documents, I, 834. 
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ish bankers to join in negotiations with the French and 
Germans, and undertake the business.The German 
group needed not only the participation of the British 
caj)ital but the cooperation of the British Government. 
They desired, first, that Great Britain should join effort 
with Germany to get general consent to an increase of 
customs duties, whereby Turkey would find it easier to 
meet her interest guaranties; second, that Great Britain 
send the Indian mails over the new railroad route, and pay 
a subsidy for its carriage; third, that Great Britain aid 
in securing a terminus for the railroad on the Persian 
Gulf—in which region British dominance was admitted. 
In February, 1903, the Foreign Secretary informed the 
bankers, who by now had conditionally accepted a share in 
the })lan, that the British Government was willing to con¬ 
sider these proposals; its conditions were first, absolute 
equality in participation and control; second, the inclusion 
of the Anatolian Railway in the scheme.Tliese condi¬ 
tions Lansdowne, the Foreign Secretary, had from the 
beginning made clear he would demand. Now he went so 
far as to ask Baring Brothers to take over, so that it might 
better succeed, the management of the British participa¬ 
tion in the bond issues. 

On April 7, 1903, a statement of the government’s in¬ 
tentions was made in the House of Commons, and there 
they were vigorously attacked. A hostile press campaign 
of increasing vigor swept the country. The cabinet decided 

11 Hrifish Portimfnts, I, 334, 

Ibid., Vol. II, No. 206. I'lie advantages foreseen by Lord L^tnsdowne 
were (a) the disap})earance of the Anatolian Railway, a German enter¬ 
prise which might acquire a line from sea to sea, and (h) a peaceful 
settlement of the Persian Gulf Question. Lord Newton, Lord Lansdowne 
(London, 1929), p. 252. 

Ibid:, No. 208. The leaders in the previous discussions with the 
German group had been Sir Clinton Dawkins of Morgan, Grenfell & Co., 
and Sir Krnest Cassel. The former was nervous, for his firm was at the 
iiuunent, unpopular because it had fathered the transfitlantic shi]iping 
combine, lea iatUa fell tiMit ur. a naturalized Pritish citizen of German 
origin his position was delicate. 
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not to stand out against tlie opposition. On Ai)ril 23, 
1903, Mr. Balfour declared in the House of Commons that 
the government would not give support to the Bagdad 
Railway scheme. It had come to the conclusion, this decla¬ 
ration continued, that the proposals ‘"do not give to this 
country sufficient security for the a])plication of the prin¬ 
ciples” of genuine internationalization, of ecjuality of 
commercial treatment, and of e(juality of control, con¬ 
struction, and management.'‘ Mr. Earle writes that the 
British financiers concerned were chagrined at the sudden 
decision of their government.*'^ A memorandum by the 
Foreign Secretary, written later, seems to indicate that 
they, the bankers, yielded to the public opposition before, 
at least, a part of the cabinet. In it he states that, “If it 
had not been for the scuttle of the financiers I should have 
been in favor of sticking to our position.”'® 

It is difficult to be certain whetlicr the German group 
offered effective equality in every respect to the English 
group, and whether tlie German (Tovernment ever accepted 
such an arrangement. I'he original comj)any plan provided 
German-Turkish control. But the German group put for¬ 
ward amended {)lans in the later negotiations; these pro¬ 
vided that 25 per cent of the capital should be German, 
25 per cent French, 25 per cent English—the remaining 
quarter to be sul)scril)ed 10 per cent by the Anatolian 
Railway, and 15 ])er cent bv neutral interests.’' After 
much sliuffiing about and dispute it appears to have been 
decided that of the board of thirty directors, eight eacii 
were to be elected by the German, French, and English 

Pari. Debates^ House of Commons, 5th ser., CXXl, 222. 

Earle, op. cit., ]>. 185. 

Brifvih Dornments, Vol. II, No. 224-. This appears possible in th.- 
light of the position of Sir Clinton Dawkins and .Sir Ernest Cassel. 

17 Ibid., Nos. 212, 224. According to M. Constans, the French Ambas¬ 
sador to Turkey, the French group had only agreed to the 10 per cent 
allotment to the Anatolian Uailway on condition that they would receive 
an equal sura out of the neutral participation which was to be under the 
control of a French bank. IhUh, No. 210. 
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frrou|)S, tlirce by the Anatolian Railroad, and three by the 
Austrian and Swiss groups; each of the three main groups 
was to have equal place in control upon the Construction 
Committee.^^ Mr. Von Gwinner of the Deutsche Rank 
stated that he had practically accepted all the conditions of 
the British bankers, which were the conditions formulated 
by the British Government.^® It would appear as though 
nothing in these terms would have prevented eventual 
JVencli-Britisli domination of the Iine.^° Still, there is 
Balfour’s declaration, there are the repeated statements 
on the part of the German Government that the line must 
not lose its German character, an opinion never clearly 
renounced. About the affair there still remains, after close 
examination, suspicion that though the German Govern¬ 
ment was willing to have the fayade international, it held 
to the intention of having the internal organization Ger¬ 
man. 

Among the statements of the opposition to which the 
British Cabinet deferred, a hundred different strains of 
feeling, argument, and interest appeared. Vested interests 
—the British navigation com})anies which ])ossessed a 
monopoly of navigation rights on the Tigris, the shipping 
companies that saw a possible loss of freight and mails, 
the exporters to Turkey, the British-owned railroad in 
Turkey—all these had their vigorous spokesmen. A gen¬ 
eral feeling of unfriendliness against Germany, whose 
})lans for an increased navy and whose African aspirations 
were becoming more assertive, was common among the 
masses; and the railroad, it was uneasily felt, might be a 
prelude to a German-Turkish alliance. But most impor¬ 
tant of all probably in government and official circles was 

British Documents, Vol. II, No. 218. 

Ibid., No. 224. Schwabach of Bleichrbder made the same assertion. 

20 Earle, op. cit., pp. 188-189. 

21 A telegram of Von Wangenheim, Charg4 d*Affaires of the German 
Legation, April 28, 1903, suggests that the facade could be made mod¬ 
erately French provided that the internal organization remained German. 
Die Qrosse Politik, Vol. XVII, No. 5264, 
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the fear that the construction of the road might put India, 
the Persian Gulf, and the Suez Canal in danger, make 
them harder to defend if need be. These and other matters 
dictated the decision which was to stand as a source of 
anger between Germany and Great Britain till 1914, and 
to delay the construction of the railway in the face of 
German and Turkish effort.^" 

GERMAN CAPITAL GOES AS EAR AS IT CAN 

Failing French and British official consent, 10 j)er cent 
of the capital required for the first section was subscribed 
by the Anatolian Railway, 10 per cent by the Turkish 
Government, and the rest by an international syndicate 
dominated by the Deutsche Bank. The work went forward. 
The German Government patiently persisted in its efforts 
to remove the diplomatic and financial obstacles—deter¬ 
mined to record success. The conversion of the Turkish 
public debt in 1903 aided the financiers by providing a 
surplus as security for the railway loans.Within 19 
months the first section of the new line—200 kilometers, 
Konia to Bulgurlu—was completed. Beyond this section 
lay high mountains and difficult construction. The Turk¬ 
ish Government was in no position to meet the service of 
additional bonds. Thus it was not until 1908 that the 
terms were settled for the construction of the next two sec¬ 
tions of the line—850 kilometers; these were to bring the 
road to within 700 of its terminus on the Persian Gulf. 

But the Young Turk Revolution delayed the construc¬ 
tion of these sections. The new government insisted that 
the Deutsche Bank again seek English participation. 

22 A good review of British policy is A. Parker, Quarterly Review, 
October, 1917. 

23 This conversion the British Representative in the Debt Adminis¬ 
tration opposed because it would help Germany to go forward with 
the Bagdad Railway, and help France to collect claims, while it might 
weaken the security of the bondholders. 
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An’airi the matter was reopened with Sir Krnest (^assel 
and the British Cabinet; the same refusal stood.But 
shortly thereafter German })restige and influence revived, 
iiourislicd by the financial aid wliich the German banks 
extended the Young Turk government when France and 
Great Britain refused. The Young Turk movement turned 
into aggressive nationalism, of which Germany alone, of 
the Great Powers, had nothing to fear. lYward the end of 
li)09 construction was begun and the second and third 
series of Bagdad Railway bonds were underwritten by the 
same syndicate wlii(‘li had taken the first. As the line went 
forward from Bulgurlu toward K1 Helif, arrangements 
were made for the construction of a i)ranch that would 
give the road a second sea terminal, at Alexandretta on the 
Mediterranean, with extensive and exclusive port and 
terminal facilities. 

In 1911 a new convention was signed between the com¬ 
pany and the Turkish Government which obligated the 
company to j)rocecd with the third section of the road 
from Kl Helif to Bagdad, fjOO kilometers; but for this 
section tlie state of Turkisli finances made impossible the 
grant of such kilometric guaranties as had been given for 
})revious sections. Traffic on the sections already in opera¬ 
tion was increasing with encouraging rapidity; the pay¬ 
ments recjuired from the Turkish Government, as guar¬ 
anties, were declining ra])idly. By this convention, as a 
prelude to a new arrangement, the Bagdad Railway Gom- 

Intermittently from 1903 on the (Icrinan (Government had son^rht 
favorable diplomatic circumstances under which to strike a bargain. For 
example, the Kaiser raised the question with the British Government 
when the preliminary discussion.s were going on regarding the Anglo- 
Uussian agreement. The Kaiser gave his consent to the British control 
of the section from Bagdad to the Persian Gulf. But the German Foreign 
Office was not entirely in accord with the Kai.ser’s offer. Besides Sir 
Edward Grey insi.sted that France and Russia be associated in the dis¬ 
cussions and Germany thought she would fare better in separate nego¬ 
tiations. Urifush Doenmentif, IV, 2(>3. In 1907-8 Germany was near agree¬ 
ment with Russia which sought in return relief from (German rivalry 
in Persia. 
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pany returned its rights to tlie line l)ey()nd Bagdad and 
to tlie })()rt at Basra to the Turkish (iovernnient—under 
condition that their construction, if and wlien undertaken, 
sliould be by a Turkish company internationally owned 
and administered. The way was again clearly open for 
international negotiations 

OPPORTUNITY IS DIVIDED BY SPHERES 

The time was, in Mr. Earle’s phrase, propitious for ‘‘bar 
gains to be struck.” The section to Bagdad would be more 
costly tlian the preceding ones, and the waiting traffic 
smaller. The (ierman capital market could hardly meet 
the new demands; the (Terman banks dared hardly accept 
the risk. Russian opposition to the completion of the road 
was stilled in accordance with the agreement arrived at 
between Russia and Ciermany in November, 1910—the 
Potsdam Agreement. That agreement weakened the force 
of the British and French opposition. France tended to 
welcome the chance to change its position. Great Britain’s 
consent was more difficult to obtain. Without it the road 
could not be brought to the Persian Gulf or the necessary 
increase in customs duties obtained. But even stubborii 
Britisli opinion was growing weary. The progress of the 
line indicated that the opposition would fail in its objec 
in the final event. The Foreign Secretary, Sir Edwan! 
Grey, alarmed at the tenseness of ill feeling between he 
country and Germany, grew willing to seek ^hr wav Ic 
bring to an end this subject of quarrel. 

For almost three years bankers and governments soughi 
the terms of settlement—bringing into numerous combina 
tions those two principles of adjustment which always 
dominate the dealings of Great Powers in such matters— 
the })rinciples of compromise and of compensation. The 
course of negotiations between France and Turkey became 
in their later stages connected with the attempt of Turkey 
to bor row in Paris for general government purposes. The 
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French Minister of Foreign Affairs declared as early as 
1911: 

Circumstances are, therefore, very favorable for examining 
in agreement with the Turkish Government, the conditions 
of economic collaboration between the two countries. We de¬ 
sire that the Turkish Government be provided with resources 
. . . but on the doubtful condition that the higher interests 
of France in the Levant are safeguarded and that French 
commercial, industrial, and financial interests are treated 
in a fully satisfactory manner . . 

In these 1911 negotiations with Turkey, Russia made it¬ 
self felt, reminding the French ally that Russia still 
claimed a right under the 1900 Treaty w ith Turkey to veto 
all railroads built by foreign capital in northern Asia 
Minor (east of the line Samsun-Sivas-Diabekir-Mosul- 
Khanikin), and recalling the pledge of the French Gov¬ 
ernment not to permit any loan for this purpose without 
Russian consent.^® In return for permission Russia ex- 
j)ected assurances from Turkey and compensation. During 
the summer of 1911 negotiations were renewed between 
the German and French financiers. The former were urg¬ 
ing that French banking group which shared in the earlier 
Bagdad lines to aid in the new issues. This group was 
favorably disposed and Poincare wished it to stay in the 
enterprise; but he was determined that the aid should be 
rewarded. When the Deutsche Bank proposed to this 
group that it would buy back all the bonds of the previous 
issues that rested unsold in their portfolio, on condition 
that the group would assume responsibility for the sub¬ 
sequent issues, the French Government brought pressure 
to insure refusal. The recompense was not sufficient. Dur¬ 
ing the Balkan wars, negotiations ceased. 

But during 1913 a whole series of agreements among 
the Powers, and between the Powers and Turkey, took 

Oibats Pari. Senat, April 7, 1911. 

Livre Noir, I, 58-GO. 
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form. The French Government used its power over tlie of¬ 
ficial market to cause Turkey to reach agreement with 
Russia. This was achieved. 

The French and German financiers now could ])roceed 
to formulate the terms of apportionment of hVench and 
German railroad opportunity in Turkey. French enter¬ 
prise had, since 1908, been pushing forward with exten¬ 
sions of the lines under its control. In 1913-14! a secret 
agreement was finally reached between the two financial 
groups.^' France was given Northern Anatolia and Syria 
as a sphere of influence for railroad development; Ger¬ 
many was assigned the district traversed by the Anatolian 
and Bagdad railways. The German bankers took over from 
the French the Bagdad Railway bonds which they held, and 
also their share holdings in the company. The French 
bankers were relieved of the obligation of taking 35 per 
cent of the next issue. The Germans, on the other hand, 
sold to the French their holdings in the 1911 Turkish 
government loan. They received a promise that advances 
they had made to Turkey, 66 million francs, would be 
repaid out of the large Turkish reorganization loan to be 
issued in France. Out of that large loan, the first section 
of the French railway net in the Black Sea region was to 
be financed; any disposable sums left thereafter for public 
works were to be divided equally between French and Ger¬ 
man enterprises. The agreement was countersigned by 
officials of the French and German Foreign Offices. To se¬ 
cure that loan which she so urgently needed, the Turkish 
Government immediately confirmed the concessions to 
France of railroads in the Black Sea and Syrian regions. 

British negotiations with Turkey and Germany like¬ 
wise found their issue. Turkey recognized the special posi¬ 
tion of Great Britain in the Persian Gulf, agreed that the 
Bagdad Railway should not be carried further than Basra 
without British consent. The Turkish Government agreed 

27 Earle, op. cit., pp. 246-260; Poincar^, Au Serxyue de la France, 
IV, 13-14; Livre Noir, II, 143. 
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that two British citizens should be elected to the Board of 
Directors of the Bagdad Railway. The existing rights of 
British capitalists who liad navigation privileges were re¬ 
affirmed, and exclusive rights of navigation on the Tigris, 
Euphrates, and Shatt-el-Arab were granted to a British- 
Turkish company to be formed by Lord Inchcape of the 
Peninsular and Oriental Navigation Company. This com¬ 
pany was to have wide powers for the improvement and 
regulation of all navigable streams in Mesopotamia, in co¬ 
operation with a Turkish commission. In return Great 
Britain consented to support an increase of 4 per cent in 
the Turkish customs duties. 

A series of Anglo-Iierman agreements followed. The 
newly formed navigation company and the Bagdad Rail¬ 
way reached an agreement upon shipping and navigation 
matters; the signatures were witnessed by re})rescntatives 
of the Foreign Offices. The same official cognizance was 
taken of a draft agreement between the Bagdad Railway 
Company and the British-owned Smyrna-Aidin Railway 
Company, providing for the extension on the latter and 
its junction with the Bagdad Railway. 'I'he two govern¬ 
ments agreed to join their efforts to [)rocure from the 
'^J\irkish Government exclusive rights of exploitation of 
oil resources of* the provinces of Mosul and Bagdad, which 
had been solicited by the British Government as earlv as 
1907. These were to bc^ turned over to the Anglo-German 
enter)>rise—the '^rurkish Petroleum Company which was 
now constituted. In this company there were joined to- 
gether the interests of the Royal Dutch Company, the 
Anglo-Persian Oil Company, and the Deutsche Bank 
grou[), all of wliich had claims entitling them to considera¬ 
tion. The German group consented to accept the minor 
share and in addition recognized the exclusive right of the 
Anglo-Persian Oil Company to the Southern and Central 
Meso})otamian fields/” In June, 1914, the two govern- 

28 Earle, “The Turkish Petroleum Company,” Political Science Quar¬ 
terly, June, 192k The agreement signed on March 19, 1914, at the 
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ments approached the SuJtan in l)elialf of the com])any 
and received a promise which liad not yet been definitely 
confirmed when the war broke out. 

Then finally, all these adjustments of interests having 
been made in June, 1914, Sir Edward Grey and the Gcr* 
man Ambassador initiated a convention defining the Ger¬ 
man and British interests in Turkey. The British Govern¬ 
ment agreed to withdraw its opposition to the Bagdad 
Railway and to support no competing lines. Its consent 
to an increase in Turkish customs duties would make pos¬ 
sible the extension of the line. The road was not to be 
carried to the Persian Gulf without consent of the British 
Government. The German Government recognized the re¬ 
cent Anglo-Turkish convention, and the rights conferred 
therein upon British companies. 

The half century of activity of foreign cajiital in Tur- 
key began to provide that region with the equipment of 
a modern industrial state and to im])rove the use of its 
natural resources. But with the foreign capital came im¬ 
pending foreign dominance. In 1913-14 before the war 
the contestants reached an adjustment of their claims in 
a virtual division of Asiatic Turkey in spheres of economic 
influence. The Russian sphere was in Armenia and in the 
region next the Russian border. The English in the re¬ 
gions near the Persian Gulf and along the line of the 
Smyrna-Aidin Railway, the French in Syria and the 
Black Sea region, the German in the territories traversed 
by the Anatolian and Bagdad railways. Central and 
Southern Anatolia and Northern Meso])otamia. 

Whether these sj)heres would have been made the basij> 
of political division if war had not come in 1914 remain, 
a matter for speculation. In the months before the war 

British Foreign Office had the signatures of Sir Ernest Cassel (National 
Bank of Turkey), Sir Henry Deterding (Royal Dutch Corajmny), Mr. 
Walter Samuel (Shell Oil Company), Mr. Carl Bergman (Deutsche 
Bank), Sir Charles Greenway and Mr. H. S. Barnes (Anglo-Persian Oil 
Comj)any), Sir Eyre Crowe (British Foreiern Office). Baron Von Kuh) 
man (German Foreign Office) 
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Turkey was arming to win back lost territory in Europe; 
when war came Turkey entered in a gamble to win back 
lost strength and independence. The forces of the nine¬ 
teenth century had pulled apart Turkish conquests of past 
centuries. The Ottoman Empire could not survive in its 
inherited form and boundaries within the world of newly 
strengthened nationalist European states. Foreign capi¬ 
tal and modern industrial technique might have restored 
its^ power. They proved to be one of the forces which 
brought out all its inherent weakness. It requires an or¬ 
derly and competent government and a healthy state to 
utilize them advantageously. 



CHAPTER XVI 


THE FINANCING OF PERSIA: BETWEEN TWO 
IMPERIAL AMBITIONS 

F rom the time of its first entry the actions of for¬ 
eign capital in Persia had political consequences, 
and were managed by outside governments for 
national purposes. Each outside power feared that other 
governments would turn any financial opportunities or 
pledges secured by their nationals to political advantage, 
and so intervened to control the action of the Persian state 
and to support their own interests. Under these circum¬ 
stances, the political aspects of the relations between the 
Persian Government and foreign capital were always 
to the front, the economic aspects out of sight, except as 
they bore upon the political. 

THE SHAH MORTGAGES HIS DOMAINS TO TRAVEL IN EUROPE 

In 1872-73 while the British prestige in the Middle East 
was high, the Persian Government granted to a British 
subject, Baron Reuter, a concession conveying almost 
complete monopoly of the economic life of Persia. Of this 
concession which roused the fury of Europe, neither the 
British Government nor British investors took advantage. 
It remained unexecuted because of lack of adequate se¬ 
curity, and was canceled without protest by the British 
Government. Several other concessions granted to Eng¬ 
lish groups at about this time came to grief, causing losses 
to investors; as a result, Persian credit and enterprise were 
ranked as a bad risk in London. 

Between 1888 and 1890, both the British and Russian 
governments became extremely autive in the effort to in¬ 
troduce their capital and undertakings in Persia. In 1889— 
90 the aid of the British legation secured for Baron 
Reuter the right to establish the Imperial Bank of Persia. 
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This bank was given the exclusive right of note issue, and 
became the agency through which the British Government 
conducted its financial operations in Persia. The shares 
were issued in London, while the Shah was visiting there. 
“In order to facilitate the issue it was also incorporated 
under a Royal Charter.”' The bank was given mining 
rights throughout the Empire, which were ceded to the 
Persian Hank Mining Rights Corporation. This venture 
iri^ 1894 joined tlie list of the unfortunate British gambles 
in Persia. Another concession secured in this period almost 
produced the overthrow of the Persian monarchy. This 
concession, countersigned by the British Minister, con¬ 
ferred a monopoly of the sale of tobacco and tobacco 
})r(xlucts. The beneficiaries paid the Persian Government 
15,000 pounds, and a 25 per cent participation in the 
profits; according to the prospectus they expected to earn 
371,000 })ounds annually on a capital of 650,000—not 
wholly paid up. The arrival of the officials produced a 
revolutionary movement and a boycott led by the clergy. 
Russia demanded cancellation of the grant. The British 
Government consented to its cancellation upon the pay¬ 
ment of an indemnity of half a million pounds. The Im¬ 
perial Bank loaned the Persian Government the necessary 
funds, obtaining an assignment of the customs revenues 
of certain of the South Persian j)orts of entry, as security. 
The French Government had offered to induce its banks 
to extend the loan, if the customs revenues and turquoise 
mines were assigned as security.“ No one would lend the 
Persian Government without such security, and the gov¬ 
ernment was not able so to manage its affairs as to dis¬ 
pense with outside aid. 

The triumphs of the British Minister—another was the 
securing of navigation rights on the Karun River—moved 
the Russian Government to action.^ After modulated 


1 Sir H. D. WolflP, Rambling Recollections (London, 1908), II, 350. 

2 J. R. Feuvrier, Trou Arts (i la Cour de Perse (Paris, lOOO), p. 309. 

3 The Persian Government, by various reprulations, prevented the use 
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coercion, the Persian Government acceded to a secret con¬ 
vention in 1899 under which it promised Russia that it 
would not construct any railroads for ten years, or permit 
others to construct them; the duration of the promise was 
subsequently prolonged. In 1891 the establishment of a 
Russian Rank was authorized—the Loan Rank of I^ersia. 
This bank was a branch of tlie Russian State Rank and 
entirely under the control of the Russian Cabinet. To 
Russia, also, were given concessions for fisheries on the 
Persian side of the Caspian Sea, mono]3olistic navigation 
privileges on that sea, and grants for the exploitation of 
mines, forest-lands, and telegraphs. The two governments, 
by obtaining these financial and economic privileges, in¬ 
stalled themselves solidly in Persian affairs, and faced each 
other hostilely. 

Both of the banks made advances to the Persian Shah. 
In 1898 the new Shah’s purse was empty, and he wished 
to take his usual European tour. The British Government 
would not guarantee his loan, and the British bankers 
asked control of the customs as a condition of the loan. 
The Shah endeavored to solve his difficulties by hiring 
Belgians to take charge of the Customs Administration. 
But this did not meet his needs; the customs duties were 
limited to 5 per cent by treaty with Russia. The need con¬ 
tinued, and the Boer War closed the London market. Ijovd 
Curzon in India proposed the exaction of harsh terms for 
British government aid, but the London Cabinet rejected 
his suggestions. Finally Russia in return for a most favor¬ 
able commercial treaty lent 2.4 millions of pounds. Out of 
this loan it was provided that the British advance of 1892 
be repaid, thus releasing the South Persian customs. On 
the other hand all Persian customs duties, save those re¬ 
ceived at Pars and the Persian Gulf ports, were pledged 
to the Russian loan—subject to Russian control in the 

of this concession till 1894, and then handicapped it. The British Govern 
ment showed itself conciliatory. See V. Chirol, The Middle Eastern Qua 
tion (London, 1903), pp. 164-165. 
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event of default. Persia promised that no new forei^ in¬ 
debtedness would be contracted for ten years except with 
the consent of the Russian Government. In 1902 Russia 
made another loan in return for a railway concession from 
Teheran, the capital, to the Russian frontier, and tariff 
concessions. A prior effort had been made to negotiate the 
loan in Great Britain without success, the British Govern¬ 
ment taking no steps to aid it. The proceeds of this Rus¬ 
sian lending were spent by a corrupt and voluptuous court 
without benefit to the country. 

The strengthening of the Russian place in Persian 
affairs disturl)ed Great Britain. As early as July, 1900, 
the Persian Government had been reminded of the fact that 
it could grant no railway concessions in South Persia with¬ 
out consultation with the British Government.* To fore¬ 
stall any daring move, the British Government announced 
in 1903 that no country would be permitted to construct 
railroads or a naval base on the Persian Gulf, and that 
British dominance in that region must be maintained.® 
During 1903-4, to break the Russian monopoly, and de¬ 
spite pledges held by the Russian Government, the British 
Government authorized advances to the Persian Govern¬ 
ment through the Imperial Bank of Persia, obtaining 6is 
securities the revenues of the Caspian fisheries, of the posts 
and telegraphs and, if need be, of the customs collected 
at Pars and the Persian Gulf ports. During the same 
period the British Government put its support behind 
British projects of road building in South Persia, naviga¬ 
tion of the Karun, the extension of the network of the Indo- 
European Telegraph Company, the establishment of pro¬ 
vincial agencies by the Imperial Bank, and the D’Arcy 
Oil Concession from which the Anglo-Persian Oil Com¬ 
pany was later built.® 

* British Documents, IV, 865. » Ibid., p. 870. 

•Ibid., pp. 370-373, and Sir A. C. Hardinge, A DiplomatUt in the 
Edit (London, 1928), pp. 328-329. The former Ambassador to Persia 
also relates in this volume of memoirs, pp. 278 «t teq., the circumstances 
under which the grant for the D’Arcy Oil concession was obtained. The 
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During the succeeding years the Russian-British ri¬ 
valry remained tense not only in Persia but in Afghanistan 
and Tibet. The Persian financial administration grew 
poorer and more spendthrift rather than more careful as 
its burdens increased. There was no fixed budget, no sys¬ 
tem of public accounts, mismanagement of the farmed-out 
taxes, and dishonesty in the others. Corruption sat in every 
branch of a government which was both tyrannous and 
cowardly, and unable to keep order. Under these condi¬ 
tions the gradual extension of foreign intervention was 
inevitable. Throughout the country agitation spread 
against the mismanagement and the foreign control it 
invited. 


LENDING IS CONTROLLED 

In August, 1906, in response to the continued demand, a 
constitution was granted. A parliament (the Medjliss) 
was established under a system of group representation, 
with effective powers of control over finances, concessions, 
and foreign pobcy. The Shah and the Medjliss fell almost 
immediately into conflict over financial questions. The 
Medjliss was controlled by a Nationalist party, among 
whose leaders were a scattered few with a developed sense 
of European political standards. It desired to avoid the 
further foreign intervention that further financial im¬ 
providence would necessarily produce. Its first actions were 
to oppose a new loan which the Shah had negotiated with 
Great Britain and Russia, under conditions which con¬ 
veyed control over public expenditure and further control 
of the customs. An abortive attempt was made to found 

Grand Vizier was willing to grant it and advised Hardinge to draw it 
up in the Persian language for necessary submission to the Russian 
Embsussy, in the knowledge that the Ambassador could not read Persian 
and that his secretary was absent from Teheran. This concession con¬ 
veyed exclusive rights to exploit the oil resources of all of Persia except 
five provinces. Later the British Government bought controlling owner¬ 
ship in the company formed to exploit it, the Anglo-Persian Oil Com 
pany 
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a National Bank, financed by the Persians, to enable the 
government to do without the aid of the British and Rus¬ 
sian banks. The Belgian adviser who had been engaged 
in 1899 to supervise the administration of the customs, 
was dismissed. A limit was set upon the Shah’s civil list. 
All these actions roused the antagonism of Russia, which 
disliked the Nationalist movement, and perhaps paid it 
tlje tribute of fear as an honest and real opposition.^ 
British official sympathy had been extended to the Na¬ 
tionalist movement throughout 1906 and 1907, to the point 
of giving offense to Russia. But the Russian enmity was 
costly and affairs on the continent were troubling. Rather 
than attempt to place faith and give continued support to 
a movement which might easily deteriorate and engender 
further Russian hostility, British policy turned to con¬ 
ciliation with Russia and protection to British interests 
thereby, no matter what the future consequences to the 
Persian state.® 

RUSSL4 AND GREAT BRITAIN DIVIDE THE FIELD 

The negotiations for this agreement were laborious and 
checkered. As early as 1899 the Secretary of State for 
India being of the opinion that a policy of joint Russian- 
British cooperation in Persian reform was out of the ques¬ 
tion since Russia was interested in the decay of Persia, 
not its reform, suggested a sphere of influence agreement 
for Persia.® This was the era in which China was being 

7 For the record of these events, see Great Britain, Persia {No. i), 
1909 (Cmd. 4681, 1909). 

8 E. G. Browne, The Persian Revolution of 1906-1909 (London, 1910), 
p. 193, explains the action of the British Government by (a) desire for 
peace with Russia, (b) the wish to avoid further responsibilities of Em¬ 
pire, (c) the wish to economize on military expenditure in India. 'Hie 
British diplomatic documents support this analysis, but also bring out 
the fact that the wish to check German action within Persia and growing 
hostility to the general political aims of Germany were also moving 
considerations in bringing Great Britain together with Russia on the 
Persian question. 

® British Documents, IV, 369-362. 
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partitioned in spheres. From time to time the proposal had 
reappeared but Russia, living with the idea that the whole 
of Persia would fall under its influence, had avoided the 
suggestion.*® Now the discussions between the two gov¬ 
ernments became connected with the loans which the Shah 
was trying to contract with both, and the loans which 
Russia wdshed to contract in Great Britain. Great Britain, 
sympathetic to the rising constitutional movement, was 
reluctant to provide the Shah with funds to combat it. 
But in September, 1906, impelled by fear of Germany, it 
agreed to join Russia in an advance. In return for this 
advance the British Government suggested the imposition 
of conditions which forecast the application of the spheres 
of influence idea. The contemporary internal and financial 
difficulties of Russia seemed to make a good opportunity to 
wrest its consent to the boundaries of division desired by 
Great Britain.** Russia was reluctant still so to divide 
place in Persia with Great Britain and feared besides that 
by connecting these conditions with an advance Persia 
might be driven to offer still stronger invitations to Ger¬ 
many.During these months, September—November, 
1906, the Russian Government was most seriously nego¬ 
tiating with Germany over the possibility of an agreement 
whereby Germany would avoid interference in North 
Persia in return for a cessation of Russian opposition to 
the Bagdad Railw^ay. Finally in February, 1907, Great 
Britain gave in and the advance was made without seek 
ing political recompense.*^ The negotiations l^etween I^on- 
don and St. Petersburg were resumed. Russia was per¬ 
suaded to compromise its desires and to run the risk of 
offending Germany. By February, 1907, the Anglo-Rus- 
sian agreement w^as in sight.'^ 

This agreement dealt with Persia, Afghanistan, and 
Tibet. It was negotiated without consultation with the 

10 lhid.y p. 270. 11 Ibid., pp. 392-^94, 397. 

12 Ibid., p. 391. !• Ibid., p. 427. 

1* Ibid., pp. 442-443. 
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ia»i novcrniru nt and was not recognized by that gov¬ 
ernment despite the clal)orate attempt of tlie signatories 
to ])rove that it would benefit Persia. Above all, it gives 
explicit recognition of the fact that in a country like 
Persia, foreign financial and economic enterprises have 
political consequences, when connected with a national 
policy of the lending sbxtes. The preamble of the agree- 
‘uent pleciged the signatories “to respect the integrity and 
indt‘pendonce of Persia.” The remainder of the agree¬ 
ment divided Persia into spheres of influence. In the 
northern of three indicated zones the British Government 
promiseci to seek no concessions for British subjects. The 
Hussian Government gave the same pledge as regards the 
:oid!)(n'n zone. The ceidral zone was left open to the enter¬ 
prise of )3oth nations, A similar geographical division was 
established as regards the customs revenues which might 
be pledged for loans by the British and Russian banks, 
or put under control in the event of default. The British 
Government defended the agreement by arguing that the 
cessation of rivalry between Russia and Great Britain 
would lessen the necessity of an aggressive stand in Persia. 
This might have been the actual outcome if Russia had 
not had aggressive intentions on other accounts; but Rus¬ 
sian policy being as it was, the agreement merely made 
the pursuit of Russian purposes easier, and caused Great 
Britain to subordinate its action to Russian action. 

Fear of German action in Persia, as has already been 
indicated, played its part in bringing Great Britain and 
Russia together. Upon the first opportunity offered it to 
facilitate the entry of German enterprise in Persia^—the 
offer in 1895 of a concession for a railroad from Teheran 
to Khanikin—the German Government had turned its 
back, not wishing to challenge Russia’s treaty rights.^® 
But the mere offer was sufficient to alarm the irovernment 

o 

of Briti.sh India.’® During the subsequent decade of Rus- 

16 DU Qrosxe PoUti}:, Vol. XXV, No. 8667. 

British Dorurnents, IV, 357. 
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sian and British penetration, German}^, occupied in Tur¬ 
key, stood aside. In 1906 it began to take vigorous ad¬ 
vantage of the openings which presented themselves. But 
probably from the very beginning it had no lasting in¬ 
tention of winning place in Persia for German enterprise. 
It was seeking rather to embarrass the progress of Russian 
understanding with Great Britain, to win from Russia 
consent for the Bagdad Railway plan, and to assure as 
large a measure of equality of treatment for German trade 
in Persia as might be possible. 

In the late spring of 1906, the Shah in extreme need, 
for his extravagance grew no less os his position grew 
weaker, hoped to secure from Germany the financial aid 
which was being refused by Russia and Great Britain. He 
encouraged the establishment of a German steamship line 
to Persian ports, and the establishment of a German bank 
in Teheran. The steamship line was started. The bank 
concession was granted in July, 1906, the German Gov¬ 
ernment refusing to date baok the concession, as asked 
by the Persian Government, to make it appear to antedate 
the current loan discussions with Russia. To the Russian 
and British governments, the German sought to give as¬ 
surance that it was executing this bank concession solely 
for commercial reasons and that it would pursue no politi¬ 
cal aims in Persia.In fulfilment of these assurances the 
Foreign Office turned aside from the enthusiastic schemes 
presented by its representative at Teheran, dealing with 
railway, tariff, and other advantages to be obtained 
through the bank.^® In September, 1906, it refused the 
Persian Government’s loan requests/® Doubtful of its 
ability to secure any real place in Persian affairs, it did not 
wish to provoke the two other rivals to any decisive action. 
It would show itself willing to step out when compensation 

17 Dw Or 08 ie Politik, Vol. XXV, Nos. 857J-8672, 8576-^678, and 
British Documents, IV, 396. 

laOia Orosse Politic, Vol. XXV, No. 8673, and British Documents, 
IV, 413. 

19 Die Orosse Politik, XXV, No. 8676. 
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was accorded. Meanwhile enough activity was maintained 
to show that it had to be taken into account. 

During the closing months of 1906 and the early months 
of 1907 the German Government induced the Deutsche 
Orient Bank to take up the Persian bank concession, while 
renewing its previous assurances in London, and em¬ 
phasizing the fact that the bank would be operated as a 
private bank, not a state bank. Finally in April, 1907, 
the Deutsche Orient Bank negotiated an agreement with 
the Persian Government which gave the bank the right to 
issue silver money, and left the way open for further 
negotiation with the Persian Government for concessions 
for mining rights and waterworks at Teheran, if these 
were granted to foreigners."^ This agreement the German 
Government censored to bring it in accord with the 
promises given to M. Isvolsky in October, 1906. It erased 
clauses whereby the bank promised to share in advances 
to the Persian Government on guarantees left to future 
determination, and others by which the bank acquired the 
right to share in loans and railway concessions.^^ For the 
German negotiations with Russia at the time seemed likely 
to produce agreement, a draft of terms having been pre¬ 
pared in February, 1907.^^ 

But the strategic position of Great Britain proved 
stronger than that of Germany, it having the financial 
power Russia so eagerly courted. While the discussions 
between Great Britain and Russia marched to definite ac¬ 
cord in March—July, 1907, those between Germany and 
Russia lagged. Attempts to connect the two sets of dis¬ 
cussions were made by the French banker. Count Vitali, 
and the Banque Imperiale Ottomane, which wished to end 
the ban of the French Government on Bagdad railway 

Die Orotte Politik, Vol. XXV, No. 8578, note. 

21 Ibid,, No. 8589. 

22 Ibid., No. 8580. For aji interesting and detailed analysis of German 
purposes as s<^n by the Russian Government, see the “Protocol of 
Deliberations of the Russian Ministerial Council” of February 1, 1907, 
printed in Brithh Doewments, IV, 270-271. 
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loans, but they Russia became more demanding 

and Germany reluctantly gave up liope of immediate ac¬ 
cord. At about the same time the Deutsche Orient Rank 
decided not to make use of the Persian concession."^ 

After the 1907 agreement the Russian and British 
governments took for granted their right to veto con¬ 
cessions which were not to their interest, and to demand 
that their consent be obtained in important hnaiicial 
operations. The Medjliss was, during the next few years, 
almost constantly in dispute wdth Russia. Russian help 
w^as given the reactionary Shah in his attack upon the 
Medjliss. At this juncture the British policy was hesitant 
and hard to analyze. Faced with the Russian wish to give 
financial support to the Shah, it wavered, seeking assur¬ 
ance that the Shah would remain faithful to the constitu¬ 
tion ; at the same time it used the occasion to secure pledges 
that Persia would not borrow elsewhere, and would have 
sought railway concessions, had it not been for Russian 
disfavor.^® Despite Russian support, the Shah was over¬ 
thrown in 1909. Thereupon Russia again fomented civil 
war. There was chaos in the capital, tribal revolt through¬ 
out the provinces, and an empty treasury. 

The possibility of German interference was eliminated 
in 1910. The German Government had continued to main¬ 
tain a stubborn front against the Anglo-Russian assertion 
of dominance in Persia. It did not recognize the Anglo- 
Russian agreement, and tried to insist upon the open door 
for German commerce and finance. When it was proposed 
that French financial advisers be appointed in Persia, 
German objections were vigorously heard.To show that 
it was still a factor to be reckoned with, the German Gov¬ 
ernment gave support to an expedition sent by the 

28 Die Oro 880 Politik, Vol. XXV, No. 8580. 

Ibid., No. 8697 and footnote. 

BritUh Documents, V, 241. For the details, see also Great Britain, 
Persia {No. 1), 1909, and Persia (No. ^), 1909. 

26 B. De Seibert, Entente Diplomacy and the World, pp. 67, 76; 
Die Orosse Politik, Vol. XXVII, Nos. 10090-10091. 
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Deutsche Bank to study railroad possibilities. The expedi¬ 
tion was designed in part to make ‘‘Isvolski amenable to 
our desires in the Bagdad question.Thus was the cam¬ 
paign carried on in the form of support for private enter¬ 
prise. Finally in March, 1910, the German Government 
warned the Russian Government that this support would 
take a more vigorous form.”* Still it refrained from re¬ 
sponding to the apjjeal of the Persian Government that it 
should, under a treaty of 1873, use its good offices to settle 
Persia’s disputes with Russia and Great Britain. The Ger¬ 
man policy gained its end when in November, 1910, Russia 
promised to put no future obstacles in the way of the com¬ 
pletion of the Bagdad Railway, and to construct, as the 
first railway in Persia, a line to connect with the Bagdad 
Railway at Khanikin. In return Germany renounced all 
claim to railway and public works concessions in the Rus¬ 
sian zone of influence in Persia. German enterprise had 
shown little eagerness to enter it. 

Persian financial need after the overthrow of the Shah 
was extreme. The means of maintaining internal peace 
and order were lacking. The Medjliss showed little ca¬ 
pacity to master the difficulties by which it was beset. The 
financial administration and tax system were still so dis¬ 
honest and disorganized that it was doubtful whether any 
further borrowing would have any durable result beyond 
adding to the government’s burdens. Russia and Great 
Britain insisted that any further loans should be con¬ 
tracted through them. There was solid reason for asking 
for a reform of Persian financial administration and su¬ 
pervision of the expenditure of proceeds, as conditions of 

*7 Die Orosse Politik, Vol. XXVII, Nos. 10013, 10102, 10108. 

28 For the details of German policy, see ibid., Vol. XXV, especially 
Nos. 85G6-8603, and Vol. XXVII, Nos, 10090, 10091, 10094, 10095, 10102, 
10105, 10108, 10113. How badly it had the British Government worried 
even up to 1912 Ls indicated by the fact that Sir Edward Grey proposed 
to the Otar, September, 1912, that they should join to secure railroad 
concessions in the neutral zone, to remove them from German reach. 
lAvre Noir, II, 851. 
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further iouus. But tljc (Iciiiauii of refoj-in as oji.ini; iruhi 
the two doininatin^^ governuu rils smacked oi guii(.‘, lor it 
was to their policy, especially Russian policy, that inoch 
of the internal disorder and financial distress (jf Rersia was 
to be traced. Besides, the demands of reform and control, 
when made, went beyond the necessities of ihe ca.^e. In 
Alarch, 1910, the two governments asked as llie conditions 
of financial aid (a) that the borrowed funds be spent in 
accordance with an approved program, under the super¬ 
vision of a commission of six members, of whom two were 
to be Euro])eans; (b) that seven French he engaged ro 
occupy various executive posts in the Ministry of Fuiajice; 
(c) that Great Britain and Russia be assured a prior right 
to construct lailroads vithiu tlieir zones; (ci) that Russia 
be given a monopoly of navigation on Lake Ourmiah; (e) 
that a police force be organized under foreign officers.^® 
Itpon these terms tlie Medjliss would not borrow, despite 
the unveiled pressure of both governments. 

These in retaliation prevented recourse to sources be¬ 
yond their control. Thus, when, just as the Anglo-RuS' 
sian conditions were being put forward, Sir Edward Grey 
heard that a British firm had been offered an option to 
make a loan in Persia by the International Oriental Syndi* 
cate (presumably German, for the Potsdam agreement 
had not yet been reached), he took swift action to prevent 
Persia from proceeding with the negotiations.^® Again in 
April, 1910, an individual understood to represent a 
French syndicate tried to arrange for tlie issue of a loan 
in Paris, having received an option pledged on the reve¬ 
nues of the Customs and Telegraph Services. Roth govern¬ 
ments protested and the FVench Government refused to 
sanction the loan.‘^^ As early as 1907 the French Govern¬ 
ment, eager to foster the progress of the Anglo-Russian 

29 M. Saiiv(^,, “r.a Situation en Perse,” Questions Diplomatiques et 
Colonuiles, July 16, 1909, ami Great Britain, Persia {No. 1), 1911. 

30 Great Britain, Persia {No. 1), 1911, No. 37. 

SI G. T . Dickinson, The International Anarchy (New York, 1926), 
pp. 262-263; De Seibert, op. cit., p. 85. 
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agreement, had shown itself willing to use its control of the 
Paris market to prevent financial transactions which might 
interfere with their joint plans in Persia.^^ During the 
latter part of 1910 Seligman Brothers of London ar¬ 
ranged to loan 1,250,000 pounds to be spent for designated 
purposes under supervision; 700,000 were to be used to 
pay off an advance made by the Imperial Bank of Persia, 
and so remove their lien upon the customs of Southern 
Persia, freeing them for the larger loan. The British 
Foreign Office appears to have induced or compelled Selig¬ 
man to retire from the transaction on the ground that it 
would be detrimental to the Imperial Bank/^ By that time 
some willingness to compromise was being shown by the 
Persian Medjliss and Great Britain did not want its posi¬ 
tion weakened, or concessions taken out of its hands, de¬ 
spite its genuine desire to see order established in Persia. 
In January, 1911, a convention was reached between the 
Persian Government and the Russian bank which con¬ 
solidated all but two of the previous Russian advances 
into a 7 per cent debt pledged on all Persian customs save 
those of Pars and the Persian Gulf. And the following 
month Great Britain authorized some small advances pend¬ 
ing a larger loan, to enable Persia to maintain a police 
force. The larger loan was arranged in May. It paid only 
5 per cent, and bore no conditions except the pledge of 
the Persian Gulf customs. Because the British Government 
had not wished to go to the extreme of actually occupying 
Persia, the will of the Medjliss in a large measure pre¬ 
vailed.^^ 

Lven after receiving this aid Persia continued to be in 
want of funds to maintain a police force, security on roads, 
and to establish the authority of the Central Government 
in the provinces. Thinking to improve its credit and to 

32 British Documents, IV, 443. 

83 See letter signed “Jus” in the Economist, November 12, 1910, p. 
976, also Economist, November 26, 1910, p. 1081. 

8 * Great Britain, Persia {No. S), 1912, Nos. 91, 97. 
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escape conditions that gravely limited its independence, 
the Persian Government in May, 1911, engaged Mr. Mor¬ 
gan Shuster, an American, and a group of assistants, giv¬ 
ing him full power to control and centralize the collection 
of all Persian revenues, and audit government expendi¬ 
tures. Mr. Shuster undertook his work in a vigorous, 
systematic, and downright fashion—setting aside both the 
traditional privileges of certain parasitic Persian office¬ 
holders and nobles, and the arrangements entered into 
between Great Britain and Russia as regards Persian 
affairs. Within three months he was the center of a dispute 
in which the Medjliss backed him dramatically against 
both internal opposition and Russian and British pres¬ 
sure. Despite Russian opposition his will that the Belgian 
customs officials be under his authority prevailed. He set 
about to organize a Treasury Police to enforce the col¬ 
lection of legal taxes. But his plans of fiscal reorganization 
were soon brought to a halt. 

Russian plans left no place for the presence of such an 
official as Mr. Shuster, who took seriously the Persian 
stand of independence, and who might have, besides, so 
improved the Persian Government that all foreign domina¬ 
tion might have been thrown off. One of the things feared 
was that the Medjliss would give Shuster control of the 
granting of railway concessions, in the exercise of which 
he would not show sufficient consideration to Russia. The 
Russian Government created new difficulties for the smaller 
country by aiding an attempt of the ex-Shah to return to 
power. It multiplied ground of complaint against Mr. 
Shuster’s actions. Sir Edward Grey bent his decisions to 
Russian wishes. Mr, Shuster sought to save himself by an 
appeal to British opinion, through the British press, but 
his obstinacy was of no avail.®® Finally in November, 1911, 

SB For a fuJl account of the various episodes which brought Shuster 
into conflict with Russia, see Great Britain, Persia (No. S), 1912; Penia 
(No. 4), 1912, Persia (No. 5), 1912; M. Shuster, The Strangling of 
Persia (New York, 1912). 
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Russia delivered an ultimatum demanding, among other 
matters, the dismissal of Shuster, and the appointment 
of no foreigners to the Persian government service without 
Russian and British approval. The Medjliss at first re¬ 
fused unanimously. But under the threat of an immediate 
Russian march upon Teheran, a cabinet which accepted 
the demands took power and dismissed the Medjliss (De- 
cc^'mber, 1911). The attempt of Persia to reform its own 
financial affairs was prematurely killed; with it went for a 
decade the attempt at democratic control. Thenceforward, 
to the outbreak of the war, Persia was to exist only by the 
sufferance of the Powers and their occasional advances. 

The negotiations over these advances fill the record of 
the years 1912-14. The British Government took the lead 
in proposing and making them. For anarchy had gone so 
far in the country, largely as a result of Russian inter¬ 
ference, that British trade could not be conducted in 
safety. They were a substitute for the costs of an expedi¬ 
tionary force. In January, 1912, Great Britain was will¬ 
ing to make advances without conditions, but Russia 
insisted upon the contrary course. A joint advance was 
made in February, 1912; its expenditure was put under 
control.^® As part of the price of receiving it, the stagger¬ 
ing Persian Government undertook to observe the princi¬ 
ples of the Anglo-Russian Convention of 1907. Russia 
had her way. In return for further advances, Russia asked 
now for the concession of a railroad to traverse Persia, 
now for a revision of an old concession to construct a short 
road from its border into North Persia. Great Britain, 
though anxious to restore order and to keep out of power 
the reactionary group wliich Russia was favoring, asked 
the concession of a railroad in the neutral zone from 
Khoramabad to Mohammerah.'^^ The British Govern- 

«« Apparently after the failure of the Russian Government to organize 
a British-French banking syndicate under the leadership of the Banque 
de Paris et Pays Bas. Livre Noir, I, 187-188, 194-196. 

*7 Great Britain, Pertia (No. i), 191S, Nos. 276, 305, 883, 841, 892. 
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ment appears to have been moved to make tliis demand 
largely through its fear that Russia would admit German 
capital to participate in its concession. Then, too, it sought 
this Mohammerah-Khoramabad concession so that it might 
be able to dictate the terms of any project for extending 
the Russian lines southward. 

The railway concession to Russia—North Persian 
border to Tabriz—was granted. It carried with it the 
right to work the coal and oil deposits for forty miles on 
each side of the line. Russia obtained at the same time 
preference on equal terms for another railroad in its zone 
—Kazvin to Tabriz.^® But the Persian Government and 
the British syndicate found it difficult to come to terms 
upon the railway of the neutral zone, despite the attention 
of Sir Edward Grey to every feature of the negotiations. 
An option was finally arranged in March, 1913.Then 
further advances were made. For those made by Great 
Britain, there were pledged the customs revenues of South 
Persia, the opium receipts, and the spirits excise tax. The 
English syndicate to whose direction the acquired option 
was turned over united all the business and financial 
groups which had been sustaining British trade and con¬ 
cessions in Persia. Among them were the Imperial Bank 
of Persia, the Anglo-Persian Oil Company, and the Eller- 
man line. The list of original stockholders included Lord 
Strathcona, Lord Lamington, Lord Cowdray, Lord Inch- 
cape, Sir John Ellerman, Mr. Lynch, and Mr. D’Arcy.'*® 
Their spokesman in Parliament had kept after the Secre¬ 
tary of State for Foreign Affairs. English engineers were 

Ibid., and UAsie Franqaise, February, 1913, p. 11. The contract 
gave mining and oil rights within 60 versts of the line. The com¬ 
pany to which this concession was conveyed was given an Imperial 
Charter. All the shares were to be held by the Russian Government, who 
would appoint the higher oflBcials. For the terms of the contract and 
charter, see UAiie Franqaise, April, 1913, p. 191, June, 1913, p. 285. 

8 ® Great Britain, Persia (No. 1), 1914, Nos. 14, 15, 25; Pari. Debates, 
House of Commons, 6th ser., Vol. LXIV, pp. 1388-1389. 

L'Asie Franqaise, June, 1918. 
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sent to survey the route. Meanwhile efforts were being 
made to arrange a large long-time loan in connection with 
a Trans-Persian railway project. 

By 1914? there was some promise of permanent order in 
Persia. With the help of the foreign officers paid out of 
the advances, order was being reestablished in the prov¬ 
inces. The customs revenues were increasing, and the fi¬ 
nancial administration was improving. The foreign loan 
obligations were not beyond the capacity of the country, 
if it was left in peace. They approximated, as of June 30, 

1913, 6.5 millions of pounds for the service of which about 
25 per cent of the public revenue was required.*^ Virtually 
the whole of this debt was to the British and Russian of¬ 
ficial institutions in Persia. It is obvious that Persian fi¬ 
nancial fate was within their hands. The Russian troops 
were still in occupation, and the Russian hold on the 
northern provinces was almost complete. The resistance to 
this aggression was at its low ebb; all of the former parlia¬ 
mentary leaders were either dead or in hiding, and their 
means of assertion were gone. The financing of Persia had 
brought it under dominance, not because of the pressure 
of outside financial interests, but because its territory lay 
in the path of ambition of stronger powers. The Persian 
people continued to endure the lack of conveniences, of the 
orderly ways and means, the sanitation of industrial Eu¬ 
rope. They could not organize themselves to use the new 
technique or equipment of industry to build roads, towns, 
better houses; nor could they by maintaining order and 
steadiness of purpose, induce outside groups to place their 
investment in the hands of the Persian Government and 
people. The weakness and incompetence of the country 
attracted only those who wished to dominate, not those 
who might have cooperated. 

-*1 Memorandum by H, L. MacLean, Great Britain, Penia {No, 1), 

1914, No. 295. 
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THE TRANS-PERSIAX RAILWAY PROJECT 

The project of a railroad to traverse Persia, to run from 
the Caspian Sea to the Persian Gulf, to connect the Hiis- 
sian railways with British India, had been seriously dis¬ 
cussed in Great Britain as early as 1872-73, when Baron 
Reuter was in possession of a concession which would have 
permitted the construction of such a line. At various later 
times it was the subject of earnest discussion between the 
British Foreign Office and its diplomatic representatives. 
But the British Government had repeatedly reaffirmed its 
traditional policy of maintaining buffer states between 
Russia and British India, and of not encouraging any 
railroad building headed toward the Indian frontier. In 
1908 the British Government would go no farther than to 
‘‘a])prove of a line passing through Persia to the Persian 
Gulf at Mohammerah, from which place a Britisli road 
concession as far as the Russian zone of Khoramabad al¬ 
ready exists.”^" 

But in 1910-12, while England was unhajipily trailing 
Russia in its Persian policy, the plan received serious 
diplomatic and financial backing. A French-Russian fi¬ 
nancial group was formed which in turn founded a ‘‘So- 
ciete d’Etudes” in which British participation was invited, 
to make surveys, to secure the necessary concession from 
the Persian Government and to win over the other iiov- 

o 

ernments. The supj)ort of the Russian Government vas 
willingly granted, as Russia saw the jiroject as an op¬ 
portunity to oll'std the influence acquired bv Germany 
through the Bagdad Railway. In November, 1911, Is- 
volsky, Russian Minister at Paris, wrote to the Russian 
Secretary for Foreign Affairs: 

I would make that expulsion (of Shuster) our first demand. 
Then after that lesson to the Persian Government, do you 
not think the time has come to busy ourselves with the con- 


42 British Documents, V, 242. 
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stniction of tlie PcrsiHii railroads, especially the through 
line of tlie Trans-Persian? Here the preparatory financial 
work has made material progress recently . . . But as far 
as I know the di])lomatic preparation of that affair 1ms not 
gone far, and witlnmt that foundation no financial combina¬ 
tion is j)ossil)le . . 

The Russian Government attempted to make the grant of 
a poncession for sucli a line a condition of advances to the 
Persian Government. 

The flritish Government a])peared to favor the plan 
until opposition a})peared. Lord Morley in July, 191S, 
asserted that only negative aid liad betm extended, adding 
that the plans had been studied by the General Staff in 
India, who had advised against it.'^* The Foreign Secre¬ 
tary informed the House of Commons not long thereafter 
that it would not receive the assent of the British Govern¬ 
ment until a satisfactory agreement had been reached witli 
Russia regarding the construction of branch lines, the 
control of the road within the Britisli zone in Persia, and 
the equality of treatment of British trade. The British 
Government permitted the British participants in the So- 
ciete d’Ktudes to [)roceed with the effort to obtain an op¬ 
tion on the whole line, on condition that its consent be 
secured before the line wms extended into the British 
s[)here.‘‘® It also took the precaution, as has been observed, 
of seeking for itself alone a concession in the neutral zone 
so as to be able to block any project w'hich it disliked. 

The effort wms eagerly carried along by the Russian 

Lirre Noir, I, 165; Documents Diplomatiques Franqais, 1871-1914, 
3d ser., Vot I, No. 422. This company had 24 directors of which at lea.st 
8 were to he Russian and at least 8 French; included in the French 
^croup wa-s an influential member of the Chamber of Deputies, M. Bluy- 
sen, and M. Raindre, former Director of Political Affairs in the Foreign 
Office. 

Pari. Debates, House of Lords, 5th ser., XII, 471-479; E. Cam- 
maerts, “Le Transpersan et la Question Persane,” Revue Dconomique 
Internationale, April, 1912, 

Great Rritain, Persia {No. 1), 191S, No. 341. 
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Government. It held already the right to build the first 
section of the line to Teheran. The scheme was connected, 
at any rate for a time, with the granting of a long¬ 
time loan to the Persian Government. The Russian 
Ministry of Foreign Affairs discussed financial ways and 
means with the English and French financiers, and with 
the French Government which gave its favoring aid.*® But 
the British and Russian governments could reach no 
agreement as regards the route. The Russian Government 
desired that the trunk line run from Resht (on the Cas¬ 
pian Sea) through Teheran, thence in a southeasterly 
direction through Baluchistan to the Indian frontier. The 
British Government, doubtful as to whether any road at 
all should be built, was willing only to consider a more 
southerly course that would connect the Persian Gulf with 
the northern trade centers, thereby aiding British com¬ 
merce and coming largely into the zone of British influ¬ 
ence. On that difference of purpose, on British doubt, on 
Persian opposition which made the prospects of adequate 
financial guaranties slight, the whole project faltered. 
Russia was preparing to start construction on a shorter 
line when the war broke out. In 1914 there were no rail¬ 
ways in Persia except one tiny local line. 

Livre Noir, II, 349-350. Report of Sazonoff to the Czar. 
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FINANCE AND FATE IN NORTH AFRICA 

1 . The Financing of Egypt 

E gypt, nominally a province of the Turkish Em- 
])ire, was granted the right to borrow on its own 
' account in 1841. Many separate races lived within 
the land. Of them, the Turkish upper class approached in 
status and privilege the fhiropean residents. Almost all 
the other people strained throughout long days to get a 
hare subsistence from the soil. As in all other states of the 
North African littoral, the will of the ruler was the sole 
rule, and the improvidence of the ruler was a heavy 
scourge. No administrative system capable of carrying on 
the proper tasks of government existed. In the political 
outlook of two important European countries, Egypt held 
a major place. France nourished old ambitions, spectacu¬ 
larly acted upon by Napoleon. Great Britain maintained 
a firm determination that Egypt, as the land of passage 
to India and the Far East, should not be dominated by 
any third Power. These were the vital facts and circum¬ 
stances which shaped the course of events after Egypt 
began to borrow abroad.^ 

1 The literature on Egyptian finance is enormous. Among the sources 
of special importance, besides the volumes of diplomatic correspondence 
issued by the British and French governments, the following may be 
mentioned; Annual Reports of the Financial Adviser to the Khedive 
reproduced in the Reports of the Council of Foreign Bondholders; 
Annual Reports by His Majesty's Agent and Consul General on the 
Finances, etc., of Egypt, published as Parliamentary Documents; Lord 
Milner, England ami Egypt (11th ed., London, 1914); Lord Cromer, 
Modern Egypt (London, 1908); C. !>. Freycinet, La Question de V^gypte 
(Paris, 190.5^); R. (5. Levy, “J.es Finances Fgyptiennes,” Revue des Deux 
Mondes, February 1, 1899; M. H. Haekcl, La Dette Puhlique Fgyptienne 
(Paris, 1912) ; A. Andr^ad^s, Les Controles Financiers 1 nternationaux 
(Paris, 1926). 
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THE KHEDIVE GOES BANKRUPT 

When Ismail Pasha became Khedive of Kgypt in 1863, 
he inherited a substantial debt, contracted in part for the 
construction of the Suez Canal, from which Egypt derived 
little obvious benefit. During his reign, which lasted until 
1879, the debt rose from 367 to 1,712 million francs. His 
subjects, almost entirely peasants, with nothing beyond 
their huts and daily food, numbered less than eight mil¬ 
lions. Ismail Pasha, once engaged in borrowing, lost all 
sense of its significance and prescience of its ultimate out¬ 
come. His mind and spirit surrendered to the taste of 
novel grandeur, to wish-inspired notions of Egypt’s 
wealth, to fantastic dreams of glory and plans of imitating 
western civilization. In part, he was a dupe of his friends 
and advisers, Egyptian and European, who turned his 
good nature, his ambitious purposes, his generosity, to 
their own ends. He built a road system, tried to model 
Cairo after Paris, built an opera house to hear ^‘Ai'da” 
sung, attempted to operate factories, and extended his 
property until it included one-fifth of the country’s arable 
land. Always, until bankruptcy loomed as inevitable, he 
found some European lenders to extend him credit. The 
ordinary investor did not realize the financial state of the 
country. Banks were willing to take the risk of loss for 
large return and special pledges, matching their powers 
and calculations against his profligacy. When one banking 
group retired, another entered the field. For foreign loans 
from 7 per cent upward was paid on nominal sums of 
which he received four-fifths, two-thirds, or less. On some 
of the issues, short-time treasury bonds, the interest soared 
to 30 per cent. With the growth of the debt burden, taxes 
were increased. These taxes had no fixed base and there 
was no official register. With the intensification of need, 
the revenue collection became a system of tribute rather 
than of taxation. If the docile peasants could not pay, 
their possessions were confiscated. 
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The horrowing continued as long as new loans could be 
procured to y>ay old interest. By 1875 no new sources of 
revenue could be found, no new pledges or inducements 
could be arranged. Despite the collection of taxes in ad¬ 
vance, the issue of a forced loan, and the sale of govern¬ 
ment shares in the Suez Canal, interest payments could 
not bo met. Upon the creditors, M. Freycinet has ])assed 
just judgment. 

The simple enumeration (of debts) imlicated the bottom¬ 
less pit into which the capitalists were tossing tlieir savings. 
If they complain it must be remarked that the risk was patent 
and ought to have enlightened. The sympathy they awaken 
w'oiild be much keener if they had not voluntarily taken such 
great risks to increase their profits inordinatelv.“ 

But from this time on, foreign governments intervened 
in support of the bondholders’ committees which were 
formed. Among the most important of the creditors was 
the Credit Foncier over which the French Government ex¬ 
ercised supervision. The necessity of safeguarding the in¬ 
terests of this institution w as among the moving considera¬ 
tions of French policy.^ 

THE CREDITORS TAKE CONTROL 

Givino in to his creditors and desiring to forestall foreio*n 
governmental intervention, Ismail established in 1876^a 
receivership the Caisse de la Dette. Under the control 
of the representatives of the creditors were put the long 
list of levenues which had been assigned as security for 
the loans: the provincial government taxes, the local cus¬ 
toms duties of Cairo and Alexandria, the foreign customs 
of main Egyptian ports, the salt and tobacco taxes, among 
others. The Caisse or Commission was composed of four 
representatives appointed by the Khedive on the separate 

2 Freycinet, op. cit., p. 154, 

3 Lord Newton, Life of Lord Lyons, II, 175. 
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recommendation of the French, English, Austrian, and 
Italian governments. They were to have the status of 
Egyptian officials, not recallable by their government 
without khedival consent. The Egyptian Government 
pledged itself not to modify the assigned revenues without 
the consent of the Caisse, and not to borrow without its 
permission. Upon the establishment of the Caisse, various 
types of existing debts were unified into one 7 per cent 
debt (this being less than the average rate due). The old 
debt was exchanged for the new at rates ranging from 80 
per cent of new debt for 100 per cent of old debt, to 
parity. Outside of the conversion were left (a) the loans 
of 1864, 1865, and 1867, bearing 7 and 9 per cent, (b) 
the preference stock which had been secured on port and 
railway revenues, (c) the Daira-Sanieh debt (pledged on 
the Khedive’s lands, mainly in upper Egypt, planted in 
sugar cane). This Daira debt was the subject of a special 
settlement in 1877 after the bondholders had obtained a 
verdict in the Egyptian Mixed Tribunals, pro tantOy set¬ 
ting aside the 1876 agreements and authorizing them to 
foreclose. As part of the settlement, these pledged domains 
were put under the management of two representatives of 
the creditors. 

Another khedival decree named two European con¬ 
trollers, one French and one English, to watch over the 
state finances. The one was to direct the collection of the 
revenue, the other to control the accounts of the Treasury. 
It created also a separate commission of three, one French¬ 
man, one Englishman, one Egyptian, to manage the rail¬ 
ways whose revenues were pledged to the Preference Debt, 
and the port of Alexandria. But this commission had only 
limited executive powers. Thus Egyptian finances and 
economic life, as a result of bankruptcy, were put under 
the supervision of four international bodies—the Caisse, 
the Controllers, the Daira-Sanieh Administration, the 
Railway and Port Commission. It is interesting in view 
of Great Britain’s later stand that its government at the 
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fiinc refused to make nominations for the posts assigned 
to Knglishmen. Lord Derby deedared that ‘dder Majesty’s 
Government cannot accept any responsibility for tliese 
nominations, but however, makes no objection to them.” 

The total government debt, after tliese settlements, ap¬ 
proximated 91 million pounds; the debt service was over 
8 million pounds; the total government revenue did not 
exceed 0 million pounds. The new arrangements quickly 
revealed their defects. The revenues were not sufficient for 
tlie dehk service and the elementary needs of government 
thougli the peasants were coerced and taxes were collected 
with the whip. The two European controllers were power¬ 
less before the confusion of Egyptian ])ublic accounts and 
the demoralization of the financial administration. Despite 
the criticisms of the bondholders and the warnings of the 
French, English, and other governments, the sovereign 
did not meet his obligations. In response to a joint pro¬ 
test of the governments, he created in January, 1878, an 
expert Commission of Inquiry to study the means of im¬ 
proving the situation. 

The commission reported that among the important 
causes of Egypt’s difficulties were the arbitrariness of the 
tax system, the lack of a budget system, the absoluteness 
of the Khedive’s ])ower, the concentration of so large a 
part of the lands of the country in his inefficient hands. 
The Khedive accepted, or ajjpeared to accept, the conclu¬ 
sions of the committee. A constitutional government was 
ordained, in the cabinet of which an Englishman was 
made JMinister of Linance and a Frenchman was a])- 
pointed Minister of Public W orks (in place of the system 
of controllers established in 1876). In the same year the 
Egyptian Government was enabled to borrow again from 
the Rothschilds to meet its deficits and pay its floating 
debt. The property pledged to this loan (khedival pro}^ 
erty transferred to the state) was put under a Dominial 
Commission of three~one native, one Frenchman, one 
Englishman, named by their respective governments. 
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Tims a fifth ai^eiicv of international financial conliol was 
established in Egy[)t. 

It is doubtful whether the Klicdive had any neru’ine in¬ 
tention of partin'^; with his personal ]H)Wcr in acci [»ting 
the first set of recommendations of the Committee of In¬ 
quiry. ^J'he reform offered the (‘hance to jilace ujam the 
Foreign Ministers the onus of increasing iaxalum and 
reducing expenditure if repudiation were to he avoided, or 
of re])udiation if that became inevitable. The Khedive did 
not try to help the Foreign Ministei*s and they excluded 
him from their counsels. The British officials tended to be 
of the opinion that debt induction must precede recon¬ 
struction and there was strong support for such a step in 
the British Tarllament; but the French bondholders and 
government did not share the oiiinion."* The newly formu¬ 
lated plans for improving the financi.al situation of the 
government required the taxation of the Egyptian upper 
classes and the dismissal of army officers. The Khedive 
fostered the resistance of lioth these groups and gave in¬ 
direct support to antichristian agitation. Finally, in 
1879, he refused to accept the final recommendations of 
the commission which would have further curtailed his 
power. He dismissed the cabinet of which the European 
officials were members, and created an all-native cabinet. 
The Europeans were asked to resume their posts as con¬ 
trollers. 

The Powers ])rotcsted and demanded that the Khedive 
abdicate.® The French and British governments feared 

* Thus I.ord Salisbury, commenting: upon the situation brought about 
shortly thereafter by the Khedive’s dismissal of the European cabinet 
ministers, wrote to Lord Lyons, April 10, 1879, “Egypt can never 
prosper as long as some 25 per cent of her revenues goes in paving iii- 
tt rest on her debt.” Lord Newton, vp. cit., II, 175. 

0 Various authors attribute this action to the initiative of Rothschild 
and Bismarck, who became anxious lest all debt obligations he re¬ 
nounced. Their initiative, it is said, forced Great Britain to act lest 
Germany obtain some advantage. See W. Blunt, Secret History of the 
Occupation (I.ondon, 1907), p. 65, and T. Rothstein, EgypCs Ruin 
(I>ondon, 1910), for assertions along this line. G. Young, Modeim Egypt 
(I.ondon, 1927), p. 95, also credits this explanation. 
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that he planned to seize again absolute power, with all of 
his faulty use of it. With him in control they decided po¬ 
litical reform was impossible. Neither wished to assume 
direct responsibility for the government of Egypt; neither 
was willing to permit the other to assume it. Yet the bond¬ 
holders’ interests and the Canal required a stable and well- 
governed Egypt* By decree of the Sultan of Turkey, 
June, 1879, Ismail was deposed and Tewfik Pasha was 
put in his place. Anglo-French control of finances was 
established again by the appointment of two Controllers- 
General with an advisory voice in the cabinet. They were 
given powers of ‘‘inquiry, control, and surveillance” and 
charged with the duty of reorganizing Egyptian finances. 

It was admitted, at last, that the burden of debt resting 
upon the Egyptian Government had to be reduced. TIk 
first report of the newly appointed Controllcrs-Gcnera 
announced the fact. After investigations by an interna 
tional committee and prolonged discussion among the gov 
ernments of Europe, the financial obligations of Egypt 
were modified in the Liquidation I.»aw of 1880. The prin 
cipal of the debts was increased slightly by new loans 
to help Egypt meet the existing emergency, but the in¬ 
terest of most of the debt was reduced to 4 per cent. How¬ 
ever, a heavy amortization program was arranged at the 
same time. The five international institutions or arrange¬ 
ments were left in existence. The powers of the Caisse 
were extended and defined. It was made into an interna¬ 
tional body in law as in fact and its subordinates were 
freed from the authority of the Egyptian Government. 
The Egyptian Government could issue no long-term loans 
without its consent. The administrative expenses of the 
Egyptian Government were limited to 4.9 million pounds, 
and its power to contract short-term indebtedness on cur¬ 
rent account was limited to 2 million pounds. 

The liquidation arrangements and the change in ruler 
did not meet the requirements of the situation. The bond¬ 
holders, supported by their governments, had continued 
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to in.sist on more than the K^yptian (hnerinn. nl rcmM 
pay and carry out its functions ellectivel}. 1-oid .Mimer 

wrote afterward: 

T\w arran^rc-iiKaifs (‘inl)odi<‘d in Ihe Law of Lirjuid / nni, 
the work of ablt' and consciontion.s men \\lio l.ad niadr ll.rin 
selves masters of the subject, was Im.vd on and p a^aii- 

able ideas, but it left no margin tor cont in;r, \\ ( can 

see now, lookin^r hat'k upon it, that it wa^ a niistat. to make 
at that time any immediate ])r()visi()n for a Sinking I’und. 
The institution was (‘xeellent, but L^yvpt was net yet in a 
position in wliich she could afford to b(‘^in to riduce her 
liabilities. ... It was ^ood—indeed, it was e^'-ential — to 
check administrative waste; but th(‘ r^aw of Lajuidation w’cnt 
furth(_*r. It not only supprc'sscd tlie (‘xtravagajices, but it 
toucht'd upon the necessaries of ^overnim nt. Jly nalucin^ 
too rapidly the expenditure on public services, and csjx'cially 
on tile army, it contributed in some degret^ to that revolu¬ 
tionary movement wdiich was destined to upset the financial 
e(|uilibrium of Kgypt almost as soon as it had been re¬ 
established.'' 

Disputes arose immediately between the foreign con¬ 
trollers and the Egyptian Assembly over financial ques¬ 
tions. Great Britain was willing to compromise tlie matters 
at issue but yielded to France’s opposition, probably be¬ 
cause a French-English commercial treaty was under 
negotiation at the time.^ Thus can utterly unrelated situa¬ 
tions determine tlie fate of a debtor nation. The two gov¬ 
ernments sent a strong note upholding the position of the 
controllers. This note, w'rote Lord Cromer, made inter¬ 
vention an almost unavoidable necessity.” The controllers 
further recommended dismissal of many army ofticers and 
the curtailment of other state activities. Discontent grew 
in all corners of the land, in the Assembly against the 

0 r.ord Milner, op. cit., pp. 182-183. 

7 Yoiin^, op. cit., pp. 113 -115, and Lord Cronu^r, op. cit., ]). 2Jl. 

« Lord Cromer, op. cit., p. 38.5. 
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checks to which it was subject, in the army because of its 
treatment, among the merchants and overtaxed peasants, 
among tiie officials accustomed to prey upon the Treasury. 
It acquired a religious fervor and awakened a sense of na¬ 
tional unity; it assumed an anti-European character. A 
leader came forward—a Colonel Ahmed Arabi, Egyptian, 
of peasant origin. By 1881 he was virtual ruler of the land 
and government. Grave disorders ensued. Bondholders 
took fright, and European governments grew anxious 
about the safety of their residents. 

Upon the murder of Europeans in Alexandria and the 
fortification of the town, the English forces occupied 
Egypt. France had been invited to join in the act of in¬ 
tervention; but preoccupied with continental affairs and 
afraid of new adventures, it abstained. Gladstone had been 
gradually pushed into an action which he did not like. 
Mr. Moon is probably right in regarding Ireland, bonds, 
and the Suez Canal as the three underlying considerations 
and circumstances that led to the final decision.® The Brit¬ 
ish occupation was the result of twenty years of corrup¬ 
tion and extravagance on one side, of ambition and greed 
on the other. Between Great Britain and France it created 
antipathy for over twenty years. French opposition ex¬ 
hausted itself in a series of sterile efforts to hinder and end 
the occupation. 


THE BRITISH TAKE CHARGE 

Within a few months after the British took charge, the 
Anglo-French Dual Control of 1879 was abolished. The 
French controller was dismissed. The British Consul-Gen¬ 
eral was given authority over all the English advisers that 
were placed in the Egyptian ministries. From 1883 to 
1907 Lord Cromer (then Sir Evelyn Baring) held this 
place, and under the Egyj)tian Constitution of 1883 was 
the real governing power of Egypt. The Khedive was de- 

9 P. T. Moon, Imperialism and World Politics, p. 228. 
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pendent upon him. The Egyptian representative bodies 
could advise and criticize the executive branch of the gov¬ 
ernment but could not directly oppose it. Their consent 
was necessary to the imposition of new taxes, but not to 
the disposition of the income of the existing ones. The most 
important of the other English advisers was the financial 
adviser who had a seat in the Council of Ministers. 
Though he possessed no vote, the British Government en¬ 
forced the rule that ‘"no financial decision should be taken 
without his consent,” which gave him an extensive j)ower 
over all government operations/® 

But his power to modify Egyptian financial affairs was 
restricted by the previous agreements with the bondhold¬ 
ers, and by the powers of the Caisse. The French still held 
two-thirds of the government debt. They and their gov¬ 
ernment refused to permit any reduction in the authority 
of the Caisse, hindering as the insistence was. 

The revolution and occupation had put still new bur¬ 
dens on the Egyptian finances. An indemnity of 100 mil¬ 
lion francs was imposed for the victims of the violence 
in Alexandria. Operations carried on by Great Britain in 
the Soudan were costly. The budget was in deficit, the gov¬ 
ernment without means for public undertakings. Upon the 
advice of the British representative, the debt service was 
temporarily suspended. The dissatisfied bondholders’ rep¬ 
resentatives on the Caisse challenged this action in the 
Egyptian Mixed Tribunal and had it annulled. There was 
no longer any alternative to a further resort to foreign 
lenders. England, anxious in the knowledge that fresh 
bankruptcy would offer an occasion for demanding a fur¬ 
ther extension of international control, summoned a con¬ 
ference which met in London in June, 1884. After a month 
of sterile bickering, it failed. The French held that Great 
Britain should bear the special budget expenses since hers 

10 For an excellent brief summary of the arrangements and methods 
by wliich the British authority was exercised, see G. L. Beer, African 
Questions at the Peace Conference, pp. 334-338. 
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was to be the benefit. Bismarck at the time was dissatisfied 
with the British response to his colonial plans and proved 
obdurate. By a variety of emergency measures, the British 
administration managed to keep the government running 
while the London Cabinet continued its negotiations. 

Finally in February, 1885, an agreement was reached 
which enabled it to go ahead with its plans. The British 
tiovernment took the initiative in arranging a loan and 
in so modifying the international engagements of Egypt 
that some, though still inadequate, funds were put at the 
administration’s disposal. A new loan of 9.4 million 
pounds, paying 3 per cent, was issued with the guaranty 
of the six Powers who were represented on the Caisse (Ger¬ 
many and Russia being given place, thus bringing the to¬ 
tal to six). The amortization program for some of the 
older loans was suspended. The maximum limit of the ad¬ 
ministrative expenses of the government was raised from 
4.9 to 5.2 million pounds, and the government was given 
a share in any surpluses of pledged revenues which might 
a{)pear, such surpluses having been hitherto assigned 
wholly to amortization. Sinking fund payments were sus¬ 
pended. The British Treasury shouldered some of the 
s[)ecial expenses. Thus acknowledgment, still somewhat 
meager, was made of tlie too great strictness of previous 
arrangements made in the bondholders’ favor. 

The Caisse was kept in existence with undiminished 
powers. A virtually steady quarrel, thereafter, prevailed 
between the British advisers and the majority of the 
Caisse, led by France, because of Great Britain’s desire to 
use funds accumulated by the Caisse for badly needed pub¬ 
lic works, irrigation, and drainage undertakings, railroad 
rolling stock and the like. The majority of the Caisse re¬ 
strained this expenditure so that amortization payments 
should be more amply protected and carried out. The op¬ 
posed purposes of the two Powers became sharply manifest 
when in 1896 Great Britain wished to draw upon the re¬ 
serve to finance an expedition to conquer the Soudan. The 
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Calssc, over the strong opposing votes of tlie Frencli and 
llussian members, authorized an advance of o0(),0()0 
j)ounds. T\\q French representative, asserting that iinani- 
inous consent was necessary for such action, appealed to 
the Mixed Tribunal, which sustained his argument. Tlie 
advance was rejjaid to the Caisse by tlie government. 

Tliis was but one phase of the conflict of British and 
French purposes which centered upon the financial re¬ 
habilitation of Fgypt. As Fgy])tian credit improved, the 
British administration wished to convert the debt. The 
French bondholders refused to sanction any conversion 
and their government upheld them. A ])artial conversion 
was arranged in 1890—93; (iermany joined France in re¬ 
stricting its scojie.^^ Immediately thereafter dispute fol¬ 
lowed over the disposition of the savings resulting from 
conversion. France refused to permit their expenditure, 
even to substitute ])aid labor for forced labor on irrigation 
works, until recompense was secured in the form of im¬ 
proved pay and position for French officials in the Eg 3 "p- 
tian service. 

The English rule slowly restored strength to Egyptian 
finances. The total debt remained in the neighborhood of 
100 million pounds, but the burden grew lighter. More im¬ 
portant still, the ])ubllc revenues increased from 9.1 mil¬ 
lion pounds in 1882 to 12.7 million pounds in 1903. Under 
the guidance of the English officials, per capita taxes were 
reduced, especially the taxes on land, salt, sheep, and 
cattle. Out of the limited budget surpluses, roads, rail¬ 
roads, irrigation works, and drainage canals were built. 
The area of cultivatable land was extended. Hospitals and 
courthouses were constructed, maps and a census were 
completed. Private foreign capital, especially French 
capital, began to enter in large volume. In 1898, by favor 
of the British Government, tlie National Bank of Egypt 

11 Die Grasse Politik, Vol. VII, No. 1543; Vol. VIII, Nos. 1777, 1779, 
1791, 1848, 1819. 

12 Lord Milnrr, op. cit., y>p. 195-198. 
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was established with the exclusive privilege of note issue. 
The appointments for president and vice-president were 
made subject to the approval of the Egyptian Govern¬ 
ment. The system of public accounts was revised, the 
treasury control of expenditure enforced, and the system 
of tax collection regularized. The market valuation of 
Egyptian bonds began to rank among the most secure. 
The place of the British Government in Egypt, and its 
determination to remain, became plainer. French opinion 
came to recognize the ineffectiveness of its opposition and 
to ponder the possibilities of securing some compensating 
advantage for giving up the remaining restraints it pos¬ 
sessed upon British action in Egypt. 

In 1903 the British desire to convert further the out¬ 
standing debt and to lessen the control exercised by inter¬ 
national administrations led to discussions between the 
two governments.^^ It was only by winning over the 
French Government that the British Government hoped 
to persuade the French bondholders to permit their obliga¬ 
tions to be paid off or made exchangeable for a security 
bearing a lower rate of interest.^^ The discussion of con¬ 
version merged with negotiations of broader range by 
which a settlement of many outstanding differences be¬ 
tween the two countries was souglit. In tlieir final outcome, 
Great liritain was given freedom in Egypt in return for 
freedom granted to France in ^Morocco. 

Tlie Anglo-French Declaration of April 8, 1904, deal¬ 
ing with Egypt, provided that France “will not obstruct 
tlie action of Great Britain in that country by asking that 
a limit of time be fixed for the British occu}nition or in 
any other matter.”"'^ The Khedival Decree whicli accom¬ 
panied the Declaration changed the financial management 

13 Sec British Documents, Vol. II, Nos. 378 et seq. for the discussions. 

Report Association Nationals des Porteurs Francois, 1902-3 pp 
31-38. 

15 X. Politis, “I.a Declaration Concernant I.’f:^ypte,” Revue UenCrale 
de Droit International Public, November-December, 1904, is a good 
study of this document. 
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of Egypt. 1. For the many sources of revenue j)lc(lged to 
the three main types of debt, one tax was substituted—the 
net revenue of the property tax. As a result of this change 
the international body in control of the railways, tele¬ 
graphs, and port of Alexandria was abolished. 2. The 
competence of the Caisse was reduced to merely the re¬ 
ceiving and paying out of the pledged revenue. It was 
provided that its consent was no longer necessary for the 
emission of government loans. 3. The reserve funds which 
had been accumulated by the Caisse were entirely freed 
and all limitations on the administrative expenditures of 
the government were removed. 4. The holders of the two 
types of debt that had been guaranteed by landed prop¬ 
erty, the Daira-Sanieh and Dominial Debt, were protected 
against conversion until 1905. The holders of the Privi¬ 
leged Debt were protected until 1910, of the Unified Debt 
till 1912. 

These arrangements restored to Egypt, or rather to the 
English financial administration, the liberty that was lost 
by the bankruptcy of 1876. The international administra¬ 
tion of the Daira-Sanieh property was brought to an end 
in 1905 when this part of the debt was extinguished. The 
administration in charge of the Domains property was 
likewise ended in 1913 when that debt was paid off. The 
record of the international bodies in charge of these prop¬ 
erties was a striking contrast between western purpose and 
order, and eastern ignorance and carelessness. When the 
Domains administration, by way of illustration, took over 
its bankrupt properties in 1885, it was highly doubtful 
whether their value was as great as the principal of the 
debt to which they were ])ledged. But as a result of their 
improvement and sale, the administration paid off the in¬ 
terest and principal of the loan and in 1913 turned back 
to the government a substantial part of the original 
property. 

iflA. D’Anthouard, “La Dette Dominiale ftgy7>tienne,“ Revue Poli¬ 
tique et Parlementaire, October, 1915. 
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The merits of the Caisse cannot be accorded such un¬ 
stinted praise. Its part in Egyptian financial aft airs be¬ 
tween 1876, the year of its establishment, and 1885, was 
blackened by the fact that it had to execute arrangements 
which imposed upon Egypt too heavy an obligation—so 
heavy an obligation as to produce the cruel oppression and 
outright misery of tlie taxpayer. Thereafter, up to the 
1904 arrangement, it hindered rather tlian helped the 
development of Egypt because it was made to serve po¬ 
litical purposes by the Powers who were represented upon 
it. The French Government made use of it, first, to try to 
force (ireat Britain to evacuate Egypt, later to create 
such dirilculties for the administration that Great Britain 
would buy off French interference. Other governments 
used tlieir places for a similar purpose from time to time. 
Thus Viscount Grey has recorded the fact that Germany 
used its place to force Great Britain to moderate it^ com¬ 
petition for railway concessions in Turkey, by threatening 
to withdraw its support. 

Instructions in this sense were actually sent without delay 
to the German representative at Cairo, and the German ul¬ 
timatum was followed, almost accomplished, by a despairing 
telegram from Lord Cromer pointing out that it would be 
impossible to carry on his work in Egypt without German 
support in face of French and Russian opposition. 

The existence of the Caisse, it is true, brought benefit to 
the bondliolders by increasing their security and prevent¬ 
ing earlier conversion of their loans. Its powers of control 
over Egyptian expenditure would have been valuable if 
they had been less strictly and more impartially exercised. 
As used, they almost threw Egypt back into financial ruin. 

After the 1904 agreement Egyptian finances were put 
in excellent shape and Egyptian government credit en¬ 
tirely restored. During the thirty years of British ad¬ 
ministration up to 1913, the Egyptian external debt was 

17 Viscount Grey, Twenty-Five Tears, 1892-1916, II, 9-10, 
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reduced from about 102 irrillion pounds to 94 million 
pounds (of which 5.4 million was held by Caisse and the 
government in reserve funds), despite the financing of 
numerous important public works and the reduction of 
taxation. The government revenue was increased from 9.1 
million pounds to 17.8 million. In its financial aspects at 
least the British Administration succeeded extraordinarily 
well. It relieved Egypt of a crushing receivershij), of an 
overbearing burden of debt. It attracted foreign capital 
to agricultural and commercial enterprise. Whether as a 
result of the example and instruction of this administra¬ 
tion Egypt would retain some measure of the same com¬ 
petence in the event of British withdrawal, the event alone 
can decide. The reestablishment of Egyptian independ¬ 
ence would afford an interesting opportunity to measure 
how much the world has changed since Ismail Peusha bor¬ 
rowed at 10 per cent to turn Cairo into a second Paris. 

2. The Financing of Morocco 

As in Tunis, so in the larger Mohammedan state of Mo¬ 
rocco, the borrowings of the government ended in bank¬ 
ruptcy, the advent of foreign capital brought conflict. 
The vision presented to the ruler when the purse strings 
were opened was too large for his incompetent and reck¬ 
less character; when the purse strings closed, Morocco 
was within the purse. 

The Sultan held only a loose and uncertain authority 
over the tribes of the interior. Commerce was scanty and 
hazardous, roads })oor, currency mixed and fluctuating. 
The taxes were mostly direct, collected by tribal au¬ 
thorities who used whatever means were necessary. The 
principal tax was the ‘‘achour” imposed upon landowners 
—one-tenth of the harvest or flocks in money or in kind. 
The public expenditures were small and highly variable, 
going mainly for the support of the Sultan’s civil list and 
the army. The judicial system was complex, corrupt, and 
accustomed to administer a law far different from that 
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of EurojK‘un countries. Under it foreign commerce and 
business felt insecure and soon discovered that economic 
advantage was to be obtained by personal favor or the 
support of their governments. Such was the country which 
put itself in debt. 

Morocco, it will be recalled, ad/)oins Algeria, France’s 
earliest North African possession. The French lenders and 
French Government steadily asserted a predominant in¬ 
terest in Moroccan affairs. From the time of the acquisi¬ 
tion of Algeria the extension of French power over 
Morocco was indicated, but the idea did not assume com¬ 
pulsive force until economic and financial activities turned 
the country into a center of dispute. No natural frontiers 
exist l)etween Algeria and Morocco and the inhabitants 
of the two states shared the same race, religion, and cus¬ 
toms. It was difficult to exercise authority over the tribes 
in one while the tribes outside were free. The wish to con¬ 
strain the Moroccan tribes, the advantages of extending 
the colonial domain, the fear that other Powers would ob¬ 
tain strong vested interests therein, the insecurity faced 
by foreign enterprise—these combined to give gradual 
strength to the French purpose. The disorder and back¬ 
wardness of the country made the idea of control inviting 
and justifiable; the colonial ambitions of France made it 
alluring; the claims of enterprise and finance made it 
actual. That its execution was so long delayed, that the 
process was so halting and devious, are not to be traced to 
the recuperative or restraining powers of the Moroccan 
Government, but to the mutual fears of European govern¬ 
ments. Before the assertion of control was completed Eu¬ 
rope was brought twice to the verge of war. 

In 1902 tlie Sultan had miscellaneous debts to local and 
European bankers, and no adequate means of paying 
them. Tribes were in rebellion, and their rebellion inter¬ 
rupted commerce between Morocco and Algiers. The Sul¬ 
tan desired to increase taxes and change their administra¬ 
tion. He wished, too, to end the tax exemption of the 
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numerous subjects and proteges of the European powers 
who lived in Morocco. For the contemplated changes the 
permission of these Powers, especially of France, was not 
immediately forthcoming.^^* The Sultan turned to Eu- 
ropean bankers. Three loans were contracted by a French 
bank, an English bank, and a Spanish syndicate. They 
paid 6 per cent, were secured by a special assignment of 
the customs duties, and were purchased by the bankers at 
62 per cent of their nominal value; in other words, their 
effective interest cost was about 10 per cent, as high as the 
Sultan’s credit was doubtful.This did not improve after 
the European governments gave consent to part of his 
plan of tax reform. The state expenditure still outran the 
state income. The tribes refused to pay the new taxes 
despite the })ressure of the Kaids. Nor did the deliberate 
debasement of the currency prove a more effective way of 
meeting too large a need. By the end of 1903 suspension 
of the debt service was again imminent. Assistance at such 
a time, under such circumstances, inevitably carried its 
price. Lenders would provide no more unless their loans 
were given protection. The French Government had pre¬ 
pared by a scries of understandings with other European 
governments to assume direction of affairs in the fore¬ 
shadowed crisis. 

FRANCE BARGAINS FOR A FREE HAND 

In April, 1902, an accord had been signed with the Sultan 
under which French support was promised to consolidate 
his authority over the tribes. Arrangements had been made 
also for the establishment of customs posts, markets, and 
guards along the frontier. Economic, military, and fiscal 
collaboration was encouraged. But the accord had not 
worked well, and was always under suspicion by the other 
Powers who feared that it would result in French domi- 

British Documents, Vol. II, No. 325, 

France, Documents Diplomatiques, A ffaires du Maroc, 1901-1906 
Nos. 32, 56, 108. 
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nance. France engaged in discussion with Italy, Spain, 
and Great Britain as to the action “they might be con¬ 
strained to take in the event of Morocco passing into 
liquidation.”^^ Italy was granted freedom of action in the 
Turkish provinces of Tripoli and Cyrenaica to step out 
of the situation. With Spain a tentative agreement was 
reached defining spheres of influence. 

English official policy was hesitant but traditionally 
opposed to French aggrandizement, though relatively in¬ 
different to Moroccan trade. But the interested British 
groups feared that the establishment of a French protec¬ 
torate would shut Morocco to English trade and invest¬ 
ment, as the French Congo had been shut. The English 
representative in Morocco, Kaid MacLean, was eager to 
extend British interests and gave a lead to his govern¬ 
ment. That representative counseled the Sultan against 
further reliance on France, and enjoined him not to go 
farther into debt.^^ He appears to have persuaded the 
Sultan, in fact, to intrust him with financial control, and 
appeared in London in October, 1902, charged with the 
duty of arranging a loan and the privilege of granting 
railroad concessions. ‘‘The Sultan,” the British Foreign 
Secretary informed the French Ambassador, ‘Vas pre¬ 
pared to divide both the loan and concessions between 
France, Germany, and England,” The French Ambassa¬ 
dor observed in reply “that if, in his opinion, Kaid Mac- 
Lean were to go to Paris for the purpose of borrowing 
there, the French Government would endeavor to dissuade 
him from borrowing.’”^ 1110 British banks were probably 
not willing to make a loan, and tlie English Government 
was willing to renounce any part in Moroccan affairs for 
advantages elsewhere. Lord Lansdowne persuaded King 
Edward, whom Kaid MacLean had approached, to treat 
him with reserve for Lansdowne wished an understanding 


20 Britiih Documentt, Vol. II, No. 322. 

21/6W. 22 Ibid., 'So. S2S. 
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with France.^® In the face of Germany’s growing strength 
and expansion, amity with France appeared newly desir¬ 
able. 

The two countries adjusted their interests in a joint 
declaration of April 8, 1904. In return for freedom of 
action in Egypt, Great Britain stepped aside in Morocco. 
The British Government recognized “that it appertains 
to France as bordering power to keep order in Morocco, 
to lend its assistance in administrative, economic and fi¬ 
nancial reforms.” France pledged itself not to discriminate 
as regards tariffs, taxes, and railroad rates, while reserv¬ 
ing a right to see that concessions for roads and ports were 
made under conditions that would leave the authority of 
the state over these great enterprises of general interest 
intact. The language of the provision concerning conces¬ 
sions is here paraphrased, but the curious concealment 
and obscurity are in the original language. It is not to be 
wondered that the German Ambassador at London asked 
for its interpretation, stating that his government was 
not sure that they could depend upon fair treatment in 
regard to concessions and industrial enterprises.^* In the 
Anglo-French declaration as published at the time, France 
repudiated any intention of changing Morocco’s political 
status. But the treaty had secret clauses, published only 
seven years thereafter, which provided that when the Sul¬ 
tan ceased to exercise sovereignty over Morocco, the 
northern part should come within the sphere of influence 
of Spain, the rest under French influence. Yet the British 
Secretary of State for Foreign Affairs wrote, not long 
after the publication of the declaration, “The policy of 
the French was to avoid a partition of the country and to 
render the process of peaceful penetration either under 

28 Sir Sidney Lee, King Edward VII, II, 220-221, 

British Documents, Vol. II, No, 62. As a matter of fact in the 
secret treaty between France and Spain in 1904, the two governments 
agreed that enterprises for public works in Morocco should be under¬ 
taken by French and Spanish groups whom the two governments pledge 
themselves to favor. 
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the Spanish or French side as gradual and unobtrusive 
as possible.”^® If the British Secretary of State for For¬ 
eign Affairs could crowd so many contradictory thoughts 
into one sentence, outside opinion, especially in Germany, 
took a more definite view of the situation. As enveloped in 
imprecision as the language of much of the declaration 
was, as positive as the formula of repudiation was, this 
opinion took the English-French agreement to indicate 
that Morocco would come under French political control. 

While the French Government was executing these 
agreements with Italy, Spain, and Great Britain, a 
French banking group headed by the Banque de Paris et 
Pays Bas was discussing with the Sultan terms of the loan 
essential to the financial and military reorganization of 
Morocco. The group had already made short-time ad¬ 
vances at the instance of the French Government. A repre¬ 
sentative of the French Government, under instructions 
from the Foreign Office, participated in the discussion 
of loan terms.*® The loan as arranged was of nominal total 
of 62.5 million francs, sold to the bankers at 80 and to the 
public at 96.*^ The customs revenues were pledged as 
guaranty. These revenues were placed under the super¬ 
vision of the bondholders, whose representative was given 
the right to appoint an assistant in each port to watch 
over the collection. The representative was appointed by 
a procedure intended to give his nomination an official 
character, if the French Government cared to make use 
of that fact, but to leave it in the background otherwise. 
He was selected by the contracting banks, but the nomina¬ 
tion was passed on to the Moroccan Government by the 
French Government. For this post the French Govern¬ 
ment detached M. Regnault, Consul-General at Geneva. 
Most of his assistants were drawn from the consular or 

British Documents, Vol. Ill, No. 64. 

^Affaires du Maroc, 1901-1905, Nos. 138, 140, 170, 184. 

27 H. Collas, La Banque de Paris et de Pays Bas (Paris, 1908), p. 
179; also statement by M. Gustave Rouanet, Dihats Pari, Chambre de 
DSputis, February 7, 1907. 
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Tunisian colonial service; all were considered to be “on 
mission.”^® Finally the loan provided that the contiacting 
banks should have “priority on equal terms for all future 
Moroccan Government loans.” The customs control was 
undoubtedly necessary if purchasers were to be found for 
the loan, though the concurrent negotiations in which 
France engaged gave it a political significance. Such con¬ 
trol was inevitable unless France and the other Powers 
were willing to let the debtors of Morocco swallow their 
losses and let the Moroccan Government struggle along as 
well or badly as it could. But the state of European poli¬ 
tics prevented that alternative policy from receiving se¬ 
rious attention. For the priority in Moroccan public bor¬ 
rowing conferred upon the contracting banks, no adequate 
justification can be found; a clause prohibiting further 
borrowing would have been harsher but more useful. The 
provision was a special favor conferred upon the contract¬ 
ing banks and afterward supported strongly by the French 
Government. 

The flotation of this loan was but one element in the 
program of financial change inaugurated after the Anglo- 
French declaration of 1904. Moroccan currency had been 
debased; this disturbed commerce and reduced public 
revenues. There was need for a central bank of issue to 
improve the currency and regulate monetary policy. The 
French bankers asked the Sultan for a concession for the 
creation of a State Bank. Its formation was delayed by 
the French Government until its wishes were clarified by 
events. It was only after agreement with Spain that the 
French Government entered into discussion with the Sul¬ 
tan, as to the composition, form, and powers of the State 
Bank, which was to be public treasurer for the state.*® The 
arrangements drawn up tended to put virtual control of 

28 Bulletin du Comity de I/Afrique Franqaiee, July, 1904, p. 238. 

Affaires du Maroc, 1901-1905, Nos. 170, 203, 208, 209, 220, 228, and 
P. Bonnet, La Banque d*Ctat du Maroc et du ProbUme Marocain (Paris, 
1913), p. 136. 
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the financial actions of Morocco in the hands of the French 
Government, a control that could check even if it could not 
command. 

GERMANY DEMANDS INTERNATIONAL CONTROL 

This prospect of financial control (combined with that 
provision of the Anglo-French Declaration that seemed 
to imply control over concessions) was undoubtedly 
among the matters which moved the German Government 
to intervene, and thus to make the financing of Morocco 
an issue of grave international concern.German business 
and financial circles were stirred by the conviction that 
opportunity in Morocco was being foreclosed. As early as 
1880 Germany had insisted upon the open door in that 
country. When a change in the status of the country 
seemed likely, the government apparently decided at first 
to put the best possible face on the event. The German 
Chancellor upon being informed of the Anglo-French 
Declaration asserted ‘‘that the interests of Germany in 
Morocco were mainly of an economic order . , . Germany 
had no reason to fear that her economic interests in Mo¬ 
rocco will be injured by any other power.”^^ But behind 
this assertion there was some disappointed hope and dis¬ 
pleasure. The government, apparently on the suggestion 
of its representative in Morocco, tried to induce the Ger¬ 
man banks to compete for the 1904 loan, but they refused. 
An attempt had also been made to have the concession for 
the State Bank given to a German firm. German displeas¬ 
ure grew as the complaints of German enterprise were 
heard and the scope of French plans became clear. Be¬ 
sides, the German Government, despite its public state¬ 
ment, probably felt cheated on political grounds. Great 

80 Certainly the instructions of the German delegation at the Algeciras 
Conference emphasized the importance of internationalizing the bank. 
Die Orotie PolUik, Vol. XXI, No. 6922. See also Affairee du Maroc 
1901-1905, No. 271. 

Bulletin du ComiU de VAfrique Franqaise, July, 1904, p. 238. 
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Britain, Spain, and Italy had all been consulted and had 
received some political compensation for standing aside 
in Morocco; Germany had been passed over in these re¬ 
spects. The Foreign Office proposed a naval demonstra¬ 
tion but this the Kaiser oj)posed. Instead, after grave 
hesitance, he landed in March, 1905, at Tangier and in 
two speeches affirmed the independence of the Sultan and 
warned him against the acceptance of the French plans 
of reforms. The move immediately checked tlieir applica¬ 
tion. 

The Sultan, after rejecting the French plans, then pro¬ 
posed that they be submitted to an international confer¬ 
ence, and Germany made the same demand. For France 
the choice seemed to be one between war and consent. Rus¬ 
sia was still weakened by war with Japan. French consent 
was given in July, 1905, and the conference of Algeciras 
was arranged. The task of the conference was to determine 
what reforms were necessary for Morocco and the proper 
means and agents for executing them. Public finance and 
currency, public administration, especially the police and 
military branches, all obviously required attention and 
new plans. Before the deliberations began, the German 
representative in Morocco, Count Tattenbach, secured 
concessions for German enterprise to build port works. 
This action the French Government asserted to be in con¬ 
travention of an agreement that no concessions would be 
sought until the conference ended. French firms were 
charged by Germany with similar violations. The German 
banks made a short-time advance to the Sultan which, it 
was asserted, violated the priority privilege of the French 
banks.^'" Gnly after protracted days of conciliatory efforts 
were tliese matters patched up in compromise, and the con 
ference enabled to begin its anxious course. 

In the outcome of the conference (January to April, 
1906) German expectations were poorly met, and France 

32 For an account of these difficulties, see Affaires du Maroc, 1901- 
1905, Nos. 289-298. 
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was able to a substantial degree to work its will. The 
Powers with which she had alliances and those which had 
benefited by treaties dealing with Morocco brought the 
necessary support. Still (Germany succeeded in submitting 
the process of economic and political penetration of Mo¬ 
rocco to a certain measure of international control. The 
General Act of Algeciras, which issued from the conference 
(April 7, 1906), in laying down a political regime for 
Morocco, recognized its independence. The State Bank 
was made into an elaborate international institution in 
which the distribution of influence was decided only after 
intense diplomatic effort.®^ Its ownership was lodged in 
the hands of banking syndicates of twelve countries, each 
nominated by the government of its own country.®^ Its 
capital was divided into fourteen parts. Twelve were for 
the owning banks, two for the French banking syndicate 
which had issued the 1904 loan and held a priority oyer 
Moroccan government loans, which they now renounced. 
This French banking group accepted the arrangement 
only because of the pleas and j)ressurc of the French Gov¬ 
ernment. The new State Bank was made Agent-General 
and Treasurer-General of the Empire and given the sole 
right of note issue and of the negotiations of treasury 
bonds. This last provision was intended to restrain the 
government from accumulating a floating debt, but as 
such was ineffective. This was as far as the Powers could 
agree to go in limiting Moroccan borrowing. By virtue of 
the three Frencli votes and of more or less formally 
pledged aid of friends and allies, French influence was 
preponderant in the bank’s operations. Morocco had been 

S3 See A. Tardieu, Le Mifst^re d’Apadir (Paris, 1912); Bonnet, op. 
cit., pp. 156 et seq., and Die Orosse Politik, Vol. XXI, Nos. 7031-7040, 
7048, 7055, 7070, 7072, 7078-7079, 7129, 7278, for details of the con¬ 
troversy. The French and Germans brought in competing projects. The 
main points of the controversy were distribution of capital ownership, of 
representation on the governing board, on the importance of the priority 
privileges claimed by the French banks, and over the power of the new 
hank to make loans. 

8 * The United States did not accept its part. 
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araiitecl a sliare in the administration of the bank with the 
provision that the bultan could designate a private bank 
to exercise the subs( ription right for the Moroccan Gov¬ 
ernment. Germany t iidcavored to persuade the Sultan to 
give the privilege to a German bank but the French Gov¬ 
ernment op})osed thi^ transaction.^^ The establishment of 
this internationally owned bank was an attempt, grudg¬ 
ingly accepted, to lake, partly at least, the question of 
Moroccan financial affairs out of the area of international 
competition. 

A similar j)urposc led to the formulation of imperfect 
rules to regulate the awarding of concessions for public 
works, rules which i nquired public and competitive bid¬ 
ding. These were poorly drawn and inadequate for their 
purpose. Whatever effectiveness might have been in the 
idea was spoiled by ^he complicated character of the pro¬ 
cedure provided and the weakness of the Moroccan Gov¬ 
ernment. The nature of the efforts of private groups and 
governments to secure concessions was little changed by 
their enactment. 


FRANCE PUSHES AHEAD 

The notions of international control of Moroccan affairs 
(of which only some have been given), expressed in the Act 
of Algeciras, were soon to fail of effect, and the state of 
Morocco to grow more disturbed than before. During 
1906—7 the disorder among the tribesmen grew chronic 
and widespread and the Sultan’s government grew less 
able to subdue it. The revolt was, in part, induced by the 
opposition to the measures of European control which had 
been accepted. In 1907 the Sultan was forced to yield to 
his brother, Moulay-Hafid. This tumult of revolt had re¬ 
duced the finances of the former Sultan to the last ex¬ 
tremity and made him dependent once again upon French 
financial aid. Three times before his overthrow the French 

35 Die Orosse Politik, Vol. XXI, Nos. 7278-7282. 
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Government had persuaded the French banks to grant him 
advances.®® The State Bank of Morocco had loaned him 
almost all its capital. The new ruler had no funds to con¬ 
duct his operations. Large claims for damages faced him. 
The French Government assessed the throne with the cost 
of a military expedition undertaken after the murder of 
five Frenchmen by tribes excited by a rumor that a rail¬ 
road was to be run through a Moslem cemetery at Casa¬ 
blanca. The Spanish Government presented a similar de¬ 
mand. Due debts and claims of all sorts at the beginning 
of 1909 totaled about 150 million francs.®^ The new Sul¬ 
tan had a total disposable revenue of about 9 million 
francs. Obviously the whole structure of government and 
reform had gone to pieces before the internal and external 
difficulties. 

The promulgation of the Algeciras Act had not helped 
the government’s finances. The provisions of that act con¬ 
cerning the creation of new revenues (Chapter IV) had 
not been carried out because they required negotiations 
on the part of the Sultan which were too difficult for the 
elementary structure of his government.®® The customs 
revenue, it is true, showed a distinct improvement in yield 
under foreign supervision, increasing from 6 million 
francs in 1907 to 13 million francs in 1910. The claims 
and loans of private institutions made up between 70—80 
million francs of the government’s obligations, all ac¬ 
quired since 1904. The French and Spanish governments 
in demanding the expenses of their military expeditions 
denied any intention of oppressing Morocco. France as¬ 
serted its willingness to accept an annual remittance at a 
low rate of interest and its intention of aiding Morocco 
to secure a new loan.®® Spain followed the same line of 
policy. No matter what the intention may have been, the 

Affaires du Maroc, 1906-1907, Nos. 435, 441, 445, 602; ibid., 1907- 
1908, Nos. 139, 140, 152, 156, 167, 162. 

37 Bonnet, op. cit., p. 304. ss Ibid., pp. 299-300. 

39 M. Pichon, Secretary of Foreign Affairs, Debate Pari. SSnat, De¬ 
cember 28, 1909. 
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event proved that the addition of these claims to Moroc¬ 
co’s other obligations made the burden of the government 
an unbearable one, even when aided over the crisis by a 
new loan. 

The new Sultan, Moulay-Hafid, was made to face the 
debts and claims. The only means by which this could be 
done even temporarily was by contracting another large 
external loan which was certain to be conditioned upon an 
extension of the creditors’ control over his revenues and 
actions. If this firmer control had been imposed earlier 
when the debt burden was smaller, it might have worked 
to the ultimate advantage of the country, but combined 
with too large a debt, it inevitablv meant future difficulties. 
The Sultan endeavored to evade liis responsibilities and 
for a time refused to accept the proffered loan terms. But 
a French ultimatum ended his resistance. M. Pichon, the 
Minister of Foreign Affairs, declared: 

The response needed most urgently (from Morocco) is 
that concerning the loan. It interests foreign governments as 
much as our own. It would be dangerous for the Sultan to 
delay the matter and exhaust the patience of the powers; 
already their nationals protest vehemently and claim vigor¬ 
ously the repayment of sums long due them. The English, 
German, and Italian press indicate that they share the views 
of the French Government and approve measures that we will 
be led to take to protect our interests in Morocco.^® 

French evacuation was delayed until the loan was ar¬ 
ranged. The French Government appears to have forced 
the issue partly out of fear that German firms, with the 
support of the German Government, might resort to direct 
seizure of Moroccan property. These fears centered upon 
the firm of llenschausen to whom the Sultan was indebted 
for port construction work at Tangier, for which debt sea- 
coast property had been pledged under terms which gave 
the creditors power to sell it. The French Government 

*0 DSbaU Pari, Chambre de PipuUi, November 23, 1909. 
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feared toe) that the creditors nii^^Iit suirirest another inter¬ 
national conference thus taking tlie lead again out of 
French hands. The Frencli iiltiniaturn was effective. The 
loan contract was signed, 'rhe private claims were sub¬ 
mitted to an arbitral commission u])on wliich the Moroccan 
representative was in reality nominated by France. Thus, 
the new sovereign was forced to meet the expenses of his 
climb^to power, and thereby prepared his fall from power. 

The loan contract was signed with the same group of 
banks that had secured the 1904 loan. It was accompanied 
by accords between the two governments which provided 
for French evacuation, the appointment of a French en¬ 
gineer as adviser on public works to the Finance Minister, 
and the use of French instructors in the Moroccan army 
which was to be reorganized along with the police. These 
were constructive arrangements which at the same time 
increased French power. The (ierman Government in dis¬ 
arming the criticism of their terms that arose in Germany 
indicated that it had asked the German banks to consider 
the loan business, but that they had not been disposed to 
do it. At the time the two governments were pledged to a 
measure of joint economic activity in Morocco, and the 
German Government was agreeable to the loan and con¬ 
vinced of its necessity. The loan was for 107 million francs 
and bore 5 per cent interest. It was sold to the bankers at 
89, and to the public at 97. To its service and to the an¬ 
nuity due the French Government there was pledged most 
of the still disposable revenue of the Sultan. Tlie creditors’ 
conti-ol of customs was turned into a general debt control. 
Their powers of supervision of customs revenues had been 
incomplete and unsatisfactory. Now they were made effec¬ 
tive by being extended to the actual work of collection. 
The new ceded revenues—the remainder of the customs, 
the net product of the tobacco taxes, of the tax on landed 
property in port areas, of the urban tax, and others—were 
put under their direct administration. An increase of 2.5 
per cent in customs duties was permitted and this revenue 
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was left outside the loan pledges. It was reserved for pub¬ 
lic works under a plan formulated in collaboration with 
the Powers and controlled by a special international com¬ 
mittee. 

The French Government of the day held the view that 
these obligations were within the capacity of the Sultan, 
and that these plans would pave the way to ]>eace and 
foster economic development. The State Bank had sc a hi 
lized currency; the control would increase revenues, the 
public w^orks plan would stimulate economic acln ity, the 
new loan funds would permit the reorgaiii/ation of the 
army and thereby assure order. But events immediately 
disproved these conclusions, if they were genuinely held. 
The Sultan’s expenditures soon outran the disposable 
revenue. This was but little over 3 million francs in 1910. 
Out of a total revenue of 24 milbon francs, approximately 
16.5 millions were required to meet the annuities of tlie 
debt service and war cost payments to tlie French and 
Spanish governments. It was on the evidence of these facts 
that M, Jaures remarked of the 1910 loan that it took 
away from the Sultan all financial autonomy, all military 
strength, and all moral authorityIt was almost inevi¬ 
table that some responsible powder should step in to assume 
charge of events; anarchy could not indefinitely continue. 

The Sultan within a few^ months was without resources. 
An attempt to borrow further in Paris did not succeed 
because of the lack of further security to offer. The French 
Government remitted part of the annual payment due to 
it. The Sultan tried to impose new^ taxes and increase ex¬ 
isting ones. The Powers still opposed the taxation of their 
subjects and the growing number of their proteges, argu¬ 
ing that the administration could not be trusted to be 
just. The new taxes were imposed upon the tribes that 
remained loyal, and the tax rights were sold to chiefs who 

D4bats Pari. Chambre de D^puUs, March 24, 1911. See also the 
debate of December 19, 1911. His powerful address had no effect upon 
government policy, however. The Ministers in power continued to assert 
that the Sultan could manage. 
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sought to increase their yield by the use of force and 
cruelty. When the Sultan tried to turn some of the taxes 
payable in kind into a money tax and create a register 
of taxable people, both the chiefs and the religious orders 
opposed, and aroused the tribes. Tax receipts fell rather 
than rose. The tax gatherers resorted to pillage. The 
French commander of the expedition that ushered in the 
French protectorate declared, ‘Tt is to the crying abuses 
and shameful exactions that the revolt of the tribes must 
be attributed. 

Before the spreading revolt, the bankrupt Sultan was 
helpless. On March 13, 1911, to keep himself in power 
he offered France a complete and intimate understanding 
to inaugurate a regivie of general reform.** The tribes 
around Fez joined in revolt and threatened the Sultan, 
the city, and its European colony. The French Govern¬ 
ment, asserting that Europeans were in danger and 
promising to evacuate when the danger was ended, dis¬ 
patched an expeditionary army of 10,000 men which oc¬ 
cupied Fez. The course of bankruptcy and borrowing, tlie 
anarchy, had come to its inevitable end. 

ON THK VERGE OF WAR 

The German Government did not accept the argument 
or the promise given. Before the expedition was sent, it 
expressed distrust; when it was sent it declared that the 
Act of Algeciras was violated. It nourished the determina 
tion that the crisis should not be turned to French account 
unless national advantage were secured as compensation. 
Under a pretext generally recognized as thin, a German 
gunboat was dispatched to a Moroccan port—^there to 
remain as a sign of German power until German interests 
were satisfied. Its ambassador explained to the French 
Government that the German Government considered that 

*2 Cited by Tardieu, op. cit., p. 376. 

Rapport Gaillard, Bulletin de VAfrique Frangaise, Supplement, 
IdU, p. 261. 
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the Act of Algeciras had failed of its purpose and that the 
situation required fresh discussion. Over tlic territory of 
a chaotic IMorocco, the whole Kuropean coritiiniit vas 
brought to the verge of war. 

The German action was not the result of a siulJon im 
pulse. It indicated the complete failure of a formal at¬ 
tempt on the part of France and Germany to ad just their 
purposes in Morocco. From the record of tliat attempt it 
becomes clear that international economic cooperation in 
backward areas is not possible without candor, trust, and 
singleness of purpose. It indicates also how well-nigh im¬ 
possible it is for the banking and business groups of two 
hostile countries to avoid tlie influence of that hostility, 
and in tlic end not to enter into it, and augment it. 

The Act of Algeciras, though confirming Moroccan in¬ 
dependence and planning international cooperation in 
Morocco, had been regarded with resentment in France 
and distrust in Germany, b'iach scrutinized tlie action of 
the other with quick suspicion. The French interventions 
of 1907—8 were regarded in Germany wfitli great uneasi¬ 
ness, and out of the trifling incidents which arose from 
time to time, national feeling created exciting issues. Ger¬ 
man enterprise had pushed its way forward in Morocco 
with the support of tlie government. German merchants 
were active in every trade center. German steamship lines 
called at Moroccan ports, mining prospectors marked out 
claims, and banking syndicates sought and acquired con¬ 
cessions for public works with the vigorous aid of their 
government. 

l^ut beginning in 1908 Germany inclined to ease her 
effort to check tlie measures of France to secure order and 
internal peace in Morocco, even though these measures 
might infringe on Morocco’s independence. She inclined to 
come to terms with France in the hope that the lessening 
of French antagonism might facilitate German policy 
elsewhere. German preoccupations in the Balkans and 
Near East wxre growing serious and the sterility and in- 
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effectiveness of obstruction in Morocco were becoming 
manifest. The change was indicated in the handling of a 
dispute which arose from the Mannesman concessions. This 
powerful band of German brothers had obtained in Octo¬ 
ber, 1906, with the aid of the German Minister at Tangier, 
an oral promise of important mineral concessions, after 
two years of skilful negotiation.^* Morocco had no mining 
laws-j—a code was being considered during 1906-7. The 
promises to Mannesman were kept secret and confirma¬ 
tion was delayed until a mining law should be drafted and 
put into effect. The two governments vied with each other 
to get a mining law suitable to their respective interests. 
The proposals made during 1907-8 under French in¬ 
fluence would have handicapped the projected concession. 
The German Government threw its weight into the scales 
to secure an immediate confirmation of the concession. The 
French Government opposed. So did an international syn¬ 
dicate that had been formed to work Morocco's mineral 
resources—L’Union Miniere. In this syndicate a French 
group owned 50 per cent of the capital, a German group 
20 per cent. Creusot was represented in the French group, 
Krupp in the German. The L’Union Miniere was willing 
to negotiate with the Mannesman group but they, fearing 
poor terms and having official backing, refused. Up to 
the summer of 1908 the German Government supported 
the Mannesman group, but thereafter changed its atti¬ 
tude and urged conciliation and an agreement between the 
groups. Conciliation fitted in better with its changing in¬ 
tentions.*® Other financial gi*oups were giving proof of 

L. Pohl, “Morokko und Mannesman,” Zeitschrift fiir Politik, 1912. 

See W. E. Von Schoen, Memoirs of an Ambassador (London, 1922), 
pp. 115-120. The history of the subsequent negotiations between the two 
syndicates and their governments is too much a matter of detaU and 
too involved to be given here. There Tvas a French interest in the Man¬ 
nesman syndicate—and there were numerous internal disputes within 
each. In 1911 a fusion was finally arranged. The Kaiser intervened in 
the negotiations (through Herr Rathenau) to try and persuade the 
French Government to press the other group to accept proposed terms, 
and also to bring the groups together. In the later negotiations he prob- 
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willingness to enter into cooperation. French and German 
interests joined together in the State liank, tlic tobacco 
monopoly, enterprises for public works—in all of which 
the French held preponderance. Still tlie program of joint 
enterprise did not flourish. 

Its basis was formally defined in an accord reached be¬ 
tween the two governments in February, 1909. d'he ac¬ 
cord read: 

The Government of the French Republic, being completely 
devoted to the maintenance of the integrity and independence 
of the Cherifien enijiire, resolved to safeguard economic op¬ 
portunity there, and consequently not to hinder the German 
comme rcial and industrial interests there, 

And the Imperial German government, ])ursuing only eco¬ 
nomic aims in Morocco, and recognizing on the other hand 
that the s})ecial political interests of France are closely 
linked with the establishment of internal peace and order, 
and determined not to hinder these interests, 

Declare they will not pursue or encourage any measure of 
a kind which creates in their favor or in the favor of any 
power whatsoever, an economic privilege and that they will 
endeavor to associate their nationals in enterprises which 
they are authorized to undertake. 

This agreement, it may be reasonably argued, violated, 
beneath its phrases, the letter of the Act of Algeciras 
(though not perhaps the expectation of the signatories 
of that Act) politically in favor of France and economi¬ 
cally in favor of Germany. It proved not to fit the needs 
of the Moroccan situation, the proper handling of which 
needed both greater authority than it, or the Act of Al- 

ably wished to coerce Mannesman but did not have the power, and fur¬ 
thermore German public opinion tended to support the Mannesman 
claims. The difficulties encountered in the formulation of the mining 
law also make a prolonged and intricate tale. For an account of the 
situation and the defense of the German Government for ceasing to sup¬ 
port the Mannesman Claims, see London Times, January 18, 19, 20, 1910. 
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geciras, gave, and greater singleness of purpose than 
either party sliowed. The last clause could not be turned 
into actuality. For true admission of vigorous (lerman 
enterprise into })artnership in the economic development 
of Morocco, under the troubled political circumstances, 
would almost certainly have led to a limitation of French 
political influence; and France would never accept that 
prospect. When the significance of such partnersliip be¬ 
came plain France drew back, and the idea of joint un¬ 
dertakings faltered and weakened. 

Clermany urged at once that this accord be promptly 
turned into account as the basis of an extensive program of 
public works. It was undoubtedly the prospect of sharing 
in an economic program after Mor(K*can financial affairs 
were put in order which induced Germany not only to 
accept but to facilitate the arrangements for the large 
liquidation loan of 1910. From 1909 to 1911, discussions 
between the two governments and two sets of financial 
groups were intermittently carried on. The full exten: 
of German hopes and claims became evident. The Germa 
Government in general urged tliat in order to avoir! 
“sterile and injurious competition,” bids for public works 
should be limited to groiij^s designated by the two gov¬ 
ernments, although the Act of Algeciras provided for open 
and competitive bidding.’" It also at first claimed a half 
share in such projects as might be undertaken; any parts 
given to British or Spanish groups were to be part of the 
other half share.This desire it appears later to have 

♦0 Honnet, op. cit., p. Hit; P. Albin, Le Coup d’Agadir (Paris, 1912), 
pp. 33 et seq. 

^7 Tardieij, op, cit., p. 29. It is asserted by certain French writers, 
e.fif., Mermeix (pseud.), La Chronique de VAn 1911 (Paris, 1912), p. It, 
and supported by certain circumstantial episodes which occurred during 
the special French parliamentary investigation of Moroccan affairs, that 
the 1909 accord was accompanied by an exchange of letters between 
M. Cambon and Herr Von Schoen which formed a secret understanding 
to the effect that Germany acknowledged that the French economic in^ 
terest in Morocco was greater than the German interest, and that Ger¬ 
mans should not seek places in the public services in Morocco. 
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completely relinquislied, ap})roving and supporting in¬ 
ternational groups in wliicli the (icrinan interests held 
only a minority part. 

But mutual distrust and the differences of ymrpose con¬ 
tinued to block every attempt to carry forward joint en¬ 
terprise. For tlie execution of public works the two gov¬ 
ernments had encouraged in October, 1909, the formation 
of an international syndicate to build and operate them. 
In this ‘‘Socicte Marocaine des Travaux Fubliques,” 
French interests held 50 per cent of the capital, and elected 
six out of the twelve directors. German interests held 30 
per cent of the capital and elected four directors. The 
remainder of the capital and representation was distrib¬ 
uted among S})anish, British, Belgian, and Swedish in¬ 
terests. The same pro[)ortions were to be observed in the 
distribution of public works, an arrangement which was 
difficult to interpret and even more diflicult to apply, ex¬ 
cept by creating spliercs of influence. To this syndicate 
the German Government had wished to turn over all 
public works construction in Morocco, including railway 
construction and operation. But the maintenance of such 
a monopoly the French Government opy)()sed. Its refusal 
was supported by reference to the terms of the Act of 
Algeciras, but the real reason was probably a dislike of 
giving German enterprise any real foothold in Morocco 
through this condominium. Monopolistic support of this 
syndicate would have meant constant discussion with 
Wilhelmstrasse and a loss of freedom which the French 
Government wished to retain. In certain enterprises it was 
judged desirable that Germany should have no participa¬ 
tion. Thus, despite many meetings and the consideration 
of many projects, the syndicate never commenced actual 
operations. The project nearest realization, one for light¬ 
house construction, had been opposed by the British Gov¬ 
ernment because the share given to its nationals was so 
small; that government had demanded that open com- 
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pciitivL' bids i)e asked in accordance' with the terms of the 
Act of Al^'ccirasd" 

Sitiiilar conflicts and difKculties had beset the plans 
for the cob])erati()n in railroad undertakings. The desires 
of the (Jerinan (lovi'nirnent turned out to be suiistantially 
dififerent from those of the French. The former urged that 
all railway concessions be given to the Societe Marocaine 
des TVavaux Publiques. The latter wished to keep open 
the })ossibility of carrying through projects through its 
own services (it had already built two short military 
roads), or to sulimit them to open bidding. Even upon 
these schemes wliich it was agreed might be granted to the 
Societe Manx^ainc, differences arose upon essential de¬ 
tails such as the distribution of orders and the positions 
to be held by German personnel. In addition, the British 
Government would not promise to discourage British com¬ 
petition. The discussions were long and fruitless. The dis¬ 
agreement waxs marked shortly before the Fez expedition 
was disjiatched. The outcome wais inevitable as long as 
France feared that the German Government would use 
every vesfige of German interest as the basis of a claim 
in case of the ultimate downfall of the Moroccan Govern¬ 
ment, as long as (Jermany believed tliat France wished, by 
skilful negotiation, to shut German enterprise out of 
Morocco com])lctcly so that it might have freedom in dis¬ 
posing of the country. The wish for reconciliation between 
France and Germany, shared by a few^ statesmen and bank¬ 
ers of each country, could find no effective realization 
under the circumstances. Indeed, tliese persons were sus¬ 
pected of trying to serve a private purpose in contraven¬ 
tion of iheir country’s interest. 

Tlwit ac t provided, as stated in the text, that concessions for public 
works be olTered by public tender, after submission of the project to 
the Diplomatic Corps which was to draw up regulations in cooperation 
with the Moroccan Government. There, also, was created a special 2..5 per 
cent customs tax for public works, which was not collected, however, 
until 1910. The first undertaking to be paid out of this tax was con¬ 
tracted only in 1910. 
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The negotiations just rcviev/cd had become curiously 
entangled with a joint French-German project in the 
French Congo. Tliis situation arose out of the claims of 
one of the French concessionary companies in the Congo, 
the N’Cioko Sangha Company, against the French (iovert: 
merit for alleged violation of its lands by Gerimui traders. 
The French Government, in order lo settle ti](‘ !)o]*(ler 
troubles and to cut short court action taken by the XXioko 
Sangha Company against the German traders (and 
against British traders who had been compensated by the 
French Government for dispossession), had lent its acti\e 
attention to plans for a joint consortium which would 
operate on both sides of the frontier, ddicre was a hope 
that this ))roject might partly compensate Germany for 
the checks suffered in Morocco. The original demands of 
the company were presented by Andre Tardieii who was 
then political correspondent for the Temps. When the 
consortium idea came under attention, M. Tardieu also 
took a leading role in its formation. The N’Goko Sangha 
Company agreed to enter the consortium if the French 
Government admitted in principle responsibility for ])ast 
damages. An arbitration was arranged to decide their 
amount. This condition liad been accepted and discussions 
had been undertaken with the German Government. The 
status of the company had been approved at tlie Quai 
1) Orsay and accejitecl by the (lermans. But parllamen- 
tary opposition in France led to the rejection of the plan 
after negotiations had been virtually completed. The op¬ 
ponents of the concession system liad opposed this re¬ 
newal of it. In many quarters doubt had been entertained 
as to the justice of the company’s claim and as to the 
legality of the arbitration in which its amount had been 
decided. The honesty of the participants had been brought 
into question. Fears grew that the proposed arrangements 
would give Germany preponderance. These and socialist 
opposition made any arrangement impossible. 

DSbats Pari. Chamhre de Deputes, April 6, 1911; Shiat, June 30, 
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The Monis Cabinet in 1911 had renounced the idea of 
tfie German-French consortium. An attempt had then been 
made by Caillaux, Minister of Finance, and Messimy, 
Minister of the Colonies, working with the German Am¬ 
bassador, to find some other scheme which might satisfy 
German hopes.A plan had been formulated for the joint 
construction of a railway to join the German colony of 
CameVoons and the French Congo. One aim of the plan 
was certainly to satisfy the outcries of the German colo¬ 
nial groups which were led by the German Deputy Semler. 
The French ministers were cautious, however, in their 
promises, and in the final outcome the scheme was buried 
in the vortex of French political controversy. France sus¬ 
pected double design in Germany. Besides, a stale odor of 
personal and financial intrigue was scented by the popu¬ 
lar nose when the negotiations were exposed. 

With the dispatch on July 1, 1911, of the Panther to 
Agadir the long course of controversy over the financing 
and economic penetration of Morocco came to its final 
stage. The governments had attempted to bargain through 
tlieir banks and enterprises; now they bargained directly 
with each other. The results of the bargaining were em¬ 
bodied in the treaty of November, 1911. If Germany had 
hoped to secure political authority over part of Morocco, 
as was widely believed in France, the hope was disap¬ 
pointed. France received unimpeded right to take Moroc¬ 
can affairs in charge. There was no alternative save 
genuine international administration and the Powers had 
not developed for that alternative either a political atti¬ 
tude, or a technique. Germany received compensation by 

1911. For two opposed accounts of the negotiations, see, also, a book by 
M. Viollette, La N^Ooko-Sangha (Paris, 1914), and the book by Tardieu, 
op. cit. 

«ol>ater, when Moroccan affairs were under investigation it was 
charged that these ministers had acted without the knowledge of their 
colleagues, and that they had made unauthorized promises. The incident 
caused a storm and contributed to the fall of Caillaux, who had suc¬ 
ceeded Monis as Prime Minister. 
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the transfer of some territory in Central jVfrica. Tli<' 
rights of the signatory powers of the Act of Algeciras to 
equality of economic ti'catmcnt were protected in tlie new 
treaty; their chances of eijuality in obtaining concessions 
for public works and highways were guarded liy ratlier 
vague phrases (Article 6).“’ The 1909 Franco-dennaii 
accord was abrogated; but l'’rancc promised that there 
should be no export tax on minerals, nor special tax on 
mineral production, and that mineral enterprises would 
be permitted to build connections to main lines and ports 
(Articles 5 and 7). The constitution of the State llank 
w'as left intact. For years })revious it had been under the 
effective control of the French Government and the Banquc 
de Paris ct Pays Pas. 

A treaty of 1912 with Spain divided Morocco into /ones 
of influence, a small fractional part being assigned to 
Spain. A French ])rotcctorate was declared, and the effort 
to subdue the will of the tribes to French rule, a task costly 
in human life, w'as begun. Morocco became part of the 
Fur()[)ean state system. 

The first parn^raph of this article provides that public works 
construction and juaterials should be distributed by “the rules of ad¬ 
judication.” The third paragraph provides that the exploitation of these 
works will he reserved to the Moroccan state or ceded by it to third 
parties who would furnish the necessary capital. 



CHAPTER XVIII 


JAPAN IS HELPED TO BECOME A GREAT 
POWER 

J APAN in 1870 was a small feudal island empire, 
making the grim beginning of the political and eco¬ 
nomic adjustments necessary to sustain itself as an 
independent force among a world of Great Powers. By 
1914 it had become one of the Great Powers, and was am¬ 
bitiously extending its hold and economic connections 
throughout the Far East. In this transition foreign capital 
rendered vital aid. Japan had need of it to provide itself 
with armament and to conduct war, to unify its railways 
under an effective national administration, to foster large- 
scale industry, to acquire and develop Korea and Man¬ 
churia, to equip its cities with public services. For all 
these purposes Japan borrowed abroad. About half its 
total public debt in the years before the war was foreign 
debt. The technical knowledge and equipment of the 
world were drawn upon, but the capital came mainly from 
Great Britain. By virtue of that capital no less than 
through its political allegiance Great Britain may be said 
to have made a great power of Japan. 

Japan’s two earliest foreign loans, the railway loans of 
1870, and the pension loan of 1878, were both issued in 
London. So was the larger loan of 1897 by which the ex¬ 
penses of the war with China were defrayed. It is of in¬ 
terest to observe that while 9 ])cr cent was paid for the first 
loan, and 7 per cent for the second, the loan after victory 
was disposed of at 5 per cent. In 1899 the first of the 4 
per cent Sterling Loans was issued. 

In the years following its victory over China, Japan 
felt a need both for foreign allies and foreign financial 
aid. The coalition of Powers which forced her to renounce 
territorial conquest in China had brought home her isola- 
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tion. The sense of isolation was accentuated by the hastily 
devised agreements into which the European Powers were 
entering to safeguard or increase their place in China. 
Foreign loans were needed to meet expenditure for arma¬ 
ments and railways beyond the capacity of the budget. 
The financial discussions which were commenced became 
entwined with the political discussions. 

Japan entered into loan negotiations in all of the chief 
capital markets in 1901. In Paris the negotiations 
dragged. The Russian Government in July oiBfered to use 
its influence in Paris to assist them. Japan refused, pre¬ 
sumably becausf^ of the concessions it would have been 
called upon to make.^ Without Russian me diation Japan 
found the Paris market closed. The French bankers enter¬ 
tained fear of war between Russia and Japan over affairs 
in Korea and Manchuria. The French Government con¬ 
veyed the intimation that it would permit no loan that 
might be used against its ally.* It counseled that Japan 
seek assurances from Russia to satisfy the bankers and 
itself.® Japan undertook to discuss the situation with Rus¬ 
sia, but no headway was made toward an understanding. 

At the same time the British market and government 
were also being sounded, and a more accommodating spirit 
met. Great Britain had reason to watch Japanese ambi¬ 
tions in China, but these were not difficult to reconcile with 
its own. In the first loan discussions with the British Gov¬ 
ernment, in July or August, 1901, conditions appear to 
have been put forward which Japan found unacceptable.^ 
Just what these conditions were, the documents do not 
clearly state. The Japanese had apparently first wished 
that the British Government guarantee a loan pledged 
on Chinese indemnity bonds, which proposal the British 
Secretary for Foreign Affairs, Lord Lansdowne, found 

1 Baron Von Eckardstein, Lebenserinnerungen und Politischen Denk’- 
wiirdigkeiten (Leipzig, 1920), II, 262; Die Orotte Politik, Vol. XVII, 
No. 5040. 

^ Die Oroese Politik, Vol. XVII, No. 5042. 

8 Britieh Documents, II, 57. 

^Die Orotte Politik, Vol. XVII, No. 5023. 
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impracticable.® But that Minister was eager that Japan 
receive the aid it sought.® Negotiations were begun with 
the British banking houses, which asked German banks 
to participate. The German banks refused.^ While these 
financial discussions were under way, the British and 
Japanese governments were giving thought to a project 
of alliance.® The political arrangements succeeded before 
the ^financial. In January, 1902, the Anglo-Japanese 
agreement was signed. Loan arrangements were concluded 
immediately thereafter. In the course of 1902 British in¬ 
vestors bought not only a large Japanese government 
loan, but various municipal and industrial loans. Between 
the two sets of arrangements there was a natural coordina¬ 
tion of interests. It is unlikely that the British Govern¬ 
ment had to interfere with the course of financial discus¬ 
sions. The British bankers and investors had standing 
faith in Japanese securities. The elaboration of the politi¬ 
cal agreement extinguished fears that political circum¬ 
stances might endanger the investment. In Japan, the 
knowledge that such w^ould Ixi the result of an alliance 
undoubtedly stimulated the desire for it. 

During the w'ar with Russia, British capital staunchly 
stocxl by Japan. Before the outbreak of war, Japan sought 
direct aid from the British Government in the form of a 
government loan or loan guaranty.® But Great Britain 
feared that such action would be judged unneutral.It 
proved unnecessary. British investors readily purchased 
the series of loans issued in 1904 and 1905, as did Ameri¬ 
can investors.“ In one of the 1905 loans German bankers 

’^British Documents, II, 68. 

« Ibid., and Von Eckardstein, op. cit., II, 370. 

^ Ibid., p. 363. 

8 British Documents, II, 114. These hung in the balance up to almost 
the last week. The Japanese discussions with Russia were not dropped 
until December, 1901. 

» Ibid., pp. 227-230. lo Ibid. 

11 An indication of the benevolent attitude taken by the British Gov¬ 
ernment is to be found in the appreciations indirectly conveyed by King 
Edward to the American banker Schiff for his initiation in selling 
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took a share, urged by the Kaiser.^^ The British and 
American financial aid was undoubtedly essential to the 
Japanese victory. It followed upon numerous issues of 
Japanese industrial loans in London which enabled that 
country to build up its economic organization; it was to 
be followed by numerous further loans which served to 
enable Japan to solidify the strength obtained through 
victory. 

Throughout the war the French official market had re¬ 
mained closed to Japanese loans. It was the cheapest and 
most receptive to government loans. By 1907, Japanese 
anxiety as to securing the means of refunding obligations 
maturing abroad, on the one hand, and the curtailed as¬ 
surance of Russia on the other hand, prepared the way 
for a new three-party understanding whereby French fi¬ 
nancial resources could be drawn upon for the further up¬ 
building of Japan. Enmity between Germany and the 
allies was becoming pointed and ominous; the Anglo- 
Russian agreement was in the making. To the French 
Government the inclusion of Japan in the system of al¬ 
liance was a natural step; if it could be arranged, Russia 
would no longer be menaced in the East in the event of 
war with Germany. French diplomacy labored to reach 
an understanding with Japan, and to foster a second un¬ 
derstanding between Japan and Russia. Negotiations were 
begun early in 1907. Before much headway had been made 
Japan broached its financial needs. The French Minister 
at Tokio informed the Japanese Government that ‘^ac¬ 
cording to my instructions . . . the inclinations of the 
French market and Government are clear, and that they 
could count upon our help as soon as negotiations between 
St. Petersburg and Tokio come to a clear issue, and that 
an accord should follow immediately that between Japan 

Japanese securities in New York. Jacob H, Schif—Life and Letters, 
I, 216. 

12 Ibid., p. 224. 
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and France.”^® The British financial groups whose inter¬ 
ests were engaged in the refunding loan were asking simi¬ 
lar assurance/" By March, 1907, Japan reached accords 
in principle with both France and Russia. The accord 
witli Russia provided for mutual support of each other’s 
claims in China/" American initiative in Manchuria was 
at the time disturbing both countries, and stimulated their 
combination. Now the path was cleared for Japanese bor¬ 
rowing. Tlie French Government immediately gave its au¬ 
thorization. The French Ambassador described the action 
as “the first augury and gage of the new relations, politi¬ 
cal as well as financial, between Japan, France and 
through France’s agency, Russia.”^® After the flotation of 
the loan, negotiations with Franee and Russia passed from 
the stage of formula to precision. The accord with France 
was signed in June, 1907, that with Russia in July, 1907. 
Certainly one of the chief benefits whicli the Japanese 
hoped therefrom was regular communication with the 
Paris rnarket.^^ 

To facilitate the investment of French capital. Count 
Hayashi, who had negotiated the loan agreement, proposed 
the foundation of a Japanese-French bank. The French 
Government looked with favor on the project and a bank¬ 
ing mission headed by an executive of the Banque de Paris 
et Pays Bas was dispatched to Tokio, where it was received 
by Japanese bankers and government officials. The dis¬ 
cussions were halted by the difficulty of adjusting already 
existing contracts with British banks to French desires, 
and then interrupted by the panic. Only in 1912 were the 
discussions renewed and successfully concluded.^® The 
bank was opened in July, 1912. Almost at once it under- 

15 A. Gerard, Ma Mission au Japan, 1907-191 (Paris, 1919), pp. 7, 12. 

!♦ Die Orosse Politik, Vol. XXV, No. 8527. 

15 G6?ard, op. cit., p. 13, and British Documents, IV, 430. 

15 Gerard, op. cit., p. 13. 

11 Ibid., p. 14, and The Secret Memoirs of Count Hayashi (New York, 
1915), p. 218. 

isi/^ Marchs Financier, 1911-12, pp. 566-567. 
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took the emission in Paris of a Japanese loan for coloniza¬ 
tion purposes. 

Japan had continued to resort to the Paris market in 
the meantime. The French bouglit a lari^e share of the con¬ 
version loan of 1910; the French Government extended 
the privilege of official listing not only to the share 
originally sold in Paris, but to the whole issue.’ ’ In 1913 
Japan sold treasury bonds in Paris to convert ])art of its 
internal debt. Between 1907 and 1913 J'Vance loaned or 
invested almost a billion and a half francs in Ja])an.' ’ The 
alliance was working smoothly. Ja])an and Russia liad 
found strong common ground in their resistnnee to Ameri¬ 
can plans and loan pro])osals. France was assured of 
Japanese friendship in the event of world conflict. 

Still London remained tlie chief financing center for the 
Japanese Government and Japanese industry. It con¬ 
tinued to hold the largest share of the Japanese external 
debt, which rose in total from 779 million yen in 1905 
to about double that amount in 1914.“* In London, too, 
the capital was chiefly found to develoj) tliose agencies 
through which the Japanese Goveniment exerted itself to 
create a strong modern industrial system. 

The government had early determined that its support, 
organizing ])ower, and command over national will were re¬ 
quired for that task. It subsidized ironworks, smelters, 
navigation companies, banks, telephone companies, among 
other forms of enter[)rise. It has early perceived also that 
foreign capital w'ould have to be solicited. On the one liand 
that ca})ital would require security; on the other hand the 
government wished assurance that its employment would 
be in accordance with Japanese desires and under Japa¬ 
nese direction. To meet these various requirements there 
were established a series of semigovernmental organiza¬ 
tions to which were turned over the main tasks of industrial 

10 Gerard, op, cit,, p. 132. Ibid., p. 327. 

21 The Financial and Economic Annual of Japan, 1912, estimates the 
total outstanding, as of March 31, 1912, 1,437.5 million yen. 
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development and national expansion. Over all of them 
the Japanese Government exercised effective supervision. 
Tliese were tlie agencies through which much of the Japa¬ 
nese investment in industrial enterprise in China was chan¬ 
neled. Some of them secured funds by borrowing abroad 
in their own name, with or without the guaranty of the 
government; others did not borrow abroad but were as¬ 
sisted with part of the proceeds of the government’s for¬ 
eign borrowings. Outside of the fields allotted to them the 
range of opportunity open to foreign capital was limited. 
The railways were nationalized. Foreign rights of owner¬ 
ship in land and mining properties were limited by law.^^ 
Notable among these semiofficial agencies was the 
South Manchuria Railway Company, to which were 
turned over the properties and privileges in Manchuria 
which were won from Russia. Later, too, the railways of 
Korea were unified with this enterprise. In London, before 
1914, the Soutli Manchuria Railway was enabled to bor¬ 
row 14 million pounds to extend its lines, devedop its ports, 
and build its workshops. J'he Yokohama Spe(*ie Bank, 
which was the agency through which the governmeni 
assured ])articipation in tlie general arid railway loans of 
China, did not borrow abroad. But funds secured abroad 
by the government made easier the large government 
])artici])ation in its ownership. The Industrial Bank of 
Japan, organized to finance industry in Japan and Man¬ 
churia, did borrow abroad; this bank helped to finance 
the South Manchuria Railway and Hokkaido Colliery 
among other ventures."^ In similar fashion the Oriental 

22 The Land and mining laws prohibited ownership by foreign in¬ 
dividuals or companies. They permitted, however, foreign participation 
in companies formed under Japanese law, and long leases of surface 
property. See Foreign Rrlation^ of the United States, 1911, p. 236. When 
Japan annexed Korea it was feared that the same restrictions would be 
applied there. Great Britain took the lead in safeguarding acquired 
rights. Great Britain, Japan {No. S), 1011 (Cmd. 5717). 

23 The Industrial Bank, which was under close government super¬ 
vision, was authorized to issue bonds to the amount of ten times its 
capital stock. 
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Development Company sold its bonds in forciirn markets. 
This company was organized in 1908 to operate especially 
in Manchuria, hut it soon extended its field to other j)art.s 
of China. 

Ja])an, of all the countries of the Orient, proved itself 
capahlc of using to good advantage the capital of liuroj)e. 
Its government succeeded in the threefold task of pro¬ 
moting internal industrial development, extending and 
reinforcing Ja])anese economic interests in Korea and 
('hina, and adjusting its plans to the political rivalries 
of the European continent. All three were connected with 
each other. Western Europe financed its armaments, its 
wars, and its economic development, drawing it in to its 
sy.stem of alliances. The growing strength obtained from 
the use of that ca])llal made Japan a better credit risk 
for investors and a more important aHv. Bv 1914 the small 
island onij)ire had hccome a great power in its own rigiit 
ancl might. During the war in Eurojie it was to try to 
use its newly acquired might to obtain a position of domi¬ 
nance throughout the Orient. 



CHAPTER XIX 


THE FINANCING OF THP] CHINESE 
(iOVERNMENT 

rnpi HI^ vast and fertile territories of China, and the 
I ^ hardly to be numbered millions of its industrious 
M ])()pulation with none of the technical equipment 
of contem[)orary economic life, lay open to foreign enter- 
])rise and ca]htal. Tlie record of the pre-war movement 
of that enterprise and ca])ital into China leaves a need of 
exj)laining not so much wh}' it sought opportunity there, 
but rather why the loans and investments in that land were 
iH)t much greater, why the government’s financial capacity 
was so low, why foreign enterprise grew so slowly. The 
explanation is to be found in the condition of the people, 
the traditions of ('hinese economic life, the character of 
the government, and the rivalries of the foreign Powers. 
The ])overty of the ))eople, their ignorance of industrial 
techniejue, their attachment to their ancient ways of life 
and labor, created an inditl'erence—often a hostilitv—to 
large-scale industry of machines, steam, and electricity. 
'^Phe weakness of tlie central government, its incompetence 
in tasks requiring disciplined organization, its revenue 
system designed to do little more than sup])ort a court, 
all contributed to limit government credit and capacity. 

The record of the borrowing and lending relations be¬ 
tween China and European lenders cannot be understood 
apart fi-om tlie course of Chinese political relations with 
the Great Powers. 

THE C HINESE GOVERNMENT AND THE POWERS 

IhiE warships of the European Powers caused the Im- 
])erial Government at Peking to open the country to for¬ 
eign commerce and merchants, overcoming the determined 
isolation which the country had sought to maintain. A uni- 
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form customs tariff was installed in place of the many 
local charges and imposts previously paid by foreign mer¬ 
chants. Though this tariff was but 6 per cent, at the time 
it was fixed it brought a clear fiscal gain for Cnina. Later, 
however, the limitation increased the Chinese need to bor¬ 
row. The Powers obtained extraterritorial rights for their 
subjects and cessions of land in various Cliinese cities 
which were put under the government of their citizens. 

Step by step parts of the sprawhng, loosely connected 
Chinese Empire were detached; first the outlying sections, 
bound loosely by past conquest or heritage to China, but 
hardly integral parts of it; later, parts of its central 
domains. In 1842 Great Britain acquired the island and 
port of Hong Kong. In the fifties the territory that be¬ 
came the maritime provinces of Siberia was attached to 
Russia. In the eighties France added Annam and Tonkin 
provinces to its Indo-Chinese colony, and Great Britain 
put Burma under its Indian administration. Thereafter 
the struggle grew more tense. During the last five years 
of the nineteenth century, the demands of foreign coun¬ 
tries beat like hammers upon the seams of the ancient em¬ 
pire. To Japan the Island of Formosa was ceded, and 
Korea was given independence—the obvious object of 
Japan’s further ambitions. Russia, as a reward for frus¬ 
trating the Japanese demand for possession of the end 
of the Liaotung Peninsula (the southern end and ocean 
access to Manchuria), acquired possession itself, in addi¬ 
tion to the right to construct railways across Manchuria. 
France contented itself with a lease of the territory in 
Southern China, around the Bay of Kuang-Chow-Wan, 
and exclusive economic privileges in the three southern 
provinces bordering Tonkin. Germany secured a lease of 
Kiachow Bay in the center of the Chinese coast, and eco¬ 
nomic control of the province of Shantung. Lest it fall 
behind in this reach for dominion. Great Britain insisted 
upon leases of territory along the coast near Hong Kong, 
and of Wei-Hai-Wei, on the northern coast of Shantung; 
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in addition a prior claim was established over the Yangtse 
Valley. 

The investment of foreign capital in China was at the 
time small, as were the foreign loans to the Chinese Gov¬ 
ernment. The movement of division of China had been 
carried out by aims and forces far beyond those which 
participated in the few financial transactions that had oc¬ 
curred. W^ithout the push of governments these transac¬ 
tions might have occurred without unusual consequences. 
But the strivings for empire, for greater economic and 
financial advantages, ruled the Foreign OflSces. To each 
government it seemed clear that economic or financial op¬ 
portunity extended to the citizens of other Powers must 
result in political domination; thus each stepped in to 
assure its share in advance. In 1899 the lines of future 
division seemed clear. The Yangtse Valley region would 
fall to Great Britain; Shantung to Germany; the three 
southern provinces to France; Korea to Japan; Man¬ 
churia and the territory north of the Great Wall to Rus¬ 
sia. This was not as a consequence of the entry of foreign 
capital and enterprise, but rather as a preparation for it. 

But strikingly enough, the division of China now came 
to a pause. An Italian attempt to secure leased territory 
was successfully resisted. The Dowager Empress fostered 
agitation against foreign methods, ideas, and aims. The 
Chinese people rose in a fanatical attempt to kill or expel 
all foreigners and thrust out their influence. Though the 
Boxer Rebellion was crushed, though it left China with 
heavy financial obligations, it awakened European under¬ 
standing to the difficulty of subduing the Chinese national 
state. Great Britain had already leaned away from this 
idea, seeking to keep the whole of China unified and open 
to British commerce. During the Boxer Rebellion, Great 
Britain and Germany joined, with American support, in 
a declaration upholding the integrity of China and agree¬ 
ing not to use the complications of the time to obtain 
territorial advantage. The same position was affirmed in 
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the Anglo-Japanese Treaty of 1902. The Russo-Japa¬ 
nese War halted for a time the Russian efforts to secure 
possession of Manchuria and other parts of Northern 
China. As a consequence of victory, Japan acquired the 
leased territories held by Russia in South Manchuria; a 
few years later she annexed Korea. 

The years between the Russian-Japanese war and 1914 
were a period of uncertainty and confusion, of awakening 
to the necessity of reform along western line.-,, of attempts 
to recover Chinese ownership of railroads and other con¬ 
cessions, and finally of revoliilion. Within China the ele¬ 
ments that believed that the country would be benefited 
by developing its industrial resources, and had confidence 
that China could control the forces thus introduced into 
its life, clashed with those who feared political change and 
the growth of foreign interests. The revolution of 1911 
rose from the mounting antagonism against the Manchu 
Dynasty, the irritated humiliation caused by their incom¬ 
petence and submission to Foreign Powers, and from the 
force of the republican ideas brought back from the west. 
Into its making went many memories, many theories, many 
personal interests. The immediate provocation was the in¬ 
sistence of the Imperial (Joverninent that railway con¬ 
struction and finance should be under its control. Provin¬ 
cial interests, which nourished illusions of their capacity 
to build with their own resources and which suffered fi¬ 
nancial loss because of the imperial policy, organized an 
opposition which turned into a revolutionary tide. 

The Republic was born in povert}^, in confusion and 
dissension. Despite the financial aid of the Powers, the 
president, Yuan-Shih-Kai, could restore neither order nor 
unity. Because of the suspicion tliat he was aiming to re¬ 
store the empire, and because of the concessions he made 
to secure foreign financial assistance the representatives 
of the people put themselves in opposition to him. In 1914 
an impoverished Central Government at Peking exercised 
doubtful power over some central provinces. Numerous 
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resistant provincial governments of a semimilitary order 
ruled their sections. A broad line of antagonistic purpose 
and allegiance divided North and South China. 

In the course of internal difficulty, the Powers had re¬ 
sumed their march. Japan strengthened its interests and 
claims in Manchuria. In 1913 Russia compelled China to 
recognize Outer Mongolia as an autonomous province; 
Great Britain took the same action as regards Thibet. The 
debt of the Chinese Government to foreign lenders had 
greatly increased. Virtually all the surplus revenue that 
could be secured in the divided land by a broken govern¬ 
ment was pledged to the indebtedness. 

Such was the tumultuous course of change, the cracking 
of old forms, the molding of new political sovereignties 
midst which foreign capital carried on its negotiations to 
finance the government and put forward its proposals to 
introduce the equipment of western industrial life. The 
Chinese mind, its ruler and its people, hesitated between 
recognition of the fact that, without this aid, strength 
could not be built to meet the pressing outside world, 
mingled contempt and admiration for the achieved 
strength of this outside world, and fear lest the capital 
and enterprise that entered to aid would be made the 
means of ruling. It swung from philosophy and submission 
to resistance. To the governments of Great Britain, Ger¬ 
many, France, the movement of capital and enterprise in 
China represented a healthy and irresistible push forward 
of their economic vigor, promising financial and commer¬ 
cial benefit. In the face of a shattered empire which might 
fall to the control of outside Powers, the undertakings of 
their capitalists conferred means and grounds of asserting 
political control when and as any issues affecting the 
political destiny of China arose. In addition each was con¬ 
vinced that without political support, economic and fi¬ 
nancial opportunity would be shut to it by rival Powers. 
Hence these governments sought place for their capital 
and enterprise by official action, supported them, often 
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directed them. Their desire to establish a regime in which 
such action might be diminished, by which coiiperation 
could in some measure supplant distrust, led them to sup¬ 
port the arrangements for an international financial con¬ 
sortium which took form in 1910-13. To Russia, its loans 
to China, its railroad ventures, were primarily a means of 
extending political dominion over the regions bordering 
its already vast territories. To Japan they were the sub¬ 
stance of plans by which its discipline and power, proven 
in the wars with China and Russia, might build a greater 
Japan on the Asian mainland. 

The financing groups invoked their governments’ help 
because they could hope for no equal consideration with¬ 
out it, and because special profits might be found in spe¬ 
cial concessions. But beyond these aspects of the situation 
was the further one that loans and investments in China 
could not be secure, unless some measure of control were 
exerted over their expenditure and some special pledges 
were granted and put under their care. In the rivalry of 
financial groups, and in the disturbed and suspicious con¬ 
dition of China, such guaranties were not easily secured 
or protected. The financial groups looked to their govern¬ 
ments for protection against these risks and for support 
of advantages obtained. 

THE FINANCING OF GOVERNMENT NEEDS^ 

Before the war with Japan in 1894-95, the Chinese Gov¬ 
ernment contracted almost no debt. The Imperial Court 
spent little either for the administrative, economic, or mili¬ 
tary activities that require most of the revenue of western 
governments. For the maintenance of the court, the an¬ 
cient system of taxation, intrusted mainly to the pro- 

1 For the terms of the loan contracts, agreements, treaties, etc., re¬ 
ferred to in the chapter I have relied on W. W. Rockhill, Treaties 
and Conventions Concerning China and Korea, 189j^1904 (Washington, 
1904), and W. W. Willoughby, Foreign Rights and Interests in China 
(Baltimore, 1927). 
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vincial authorities, had su})plied enough. When the gov¬ 
ernment sought to borrow, only foreign lenders came 
forward. An attempt to sell a domestic loan during the 
Japanese war failed. A second attempt, made in 1898 
when the terms offered by foreign groups were judged 
dangerous to the independence of the government, like¬ 
wise found insufficient support. The wealthy Chinese mer- 
chan'rs did not trust their government, and had no re¬ 
course against it. The government had no organized 
system of selling its securities. Later during the revolu¬ 
tionary period, both the Yuan-Shih-Kai Cabinet at Peking 
and the Nanking Government appealed to their followers 
to support them by purchasing loans, all to no end. Dur¬ 
ing the era before 1914, the Chinese Government was en¬ 
tirely dependent uj)on foreign lenders for the means of 
meeting new and special burdens. 

Most of these burdens before the revolutionary period 
arose as a consequence of indemnities imposed upon China 
after defeat in war and antiforeign uprisings. During tlie 
war with Japan, the I long Kong and Shanghai Bank (the 
official financial representative of Great Britain in the Far 
East) issued two loans, secured on the customs. The terms 
of peace imposed an indemnity of 230 milhon Kuping 
taels (about 170 million dollars), payable in instalments 
running over seven years. The French, Russian, and Ger¬ 
man governments had joined to force Japan to renounce 
the territorial conquests demanded by Japan as a condition 
of peace. Their success in this action gave France and 
Russia up to 1898 an ascendancy in Chinese political cir¬ 
cles which they used to secure economic advantages and po¬ 
litical claims for themselves. The first step in the program 
was the arrangement of a loan whereby China w^as enabled 
to pay off the first instalment of its indemnity to Japan. 
The British and German governments had also moved to 
extend the required aid, aware of the political advantages 
to be gained thereby.^ But the British independent effort 

2 British Documents, I, 1--3. 
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failed against the wiles of Count Witte, the Russian Fi¬ 
nance Minister, and the compliance of the French bank¬ 
ers. The German banks had wished to participate in the 
transaction, but this wish was balked by Russian-French 
opposition.® The first indemnity loan was guaranteed by 
the revenue of the Maritime Customs (to be supplemented 
if necessary). In addition, the Russian Government gave 
its guaranty. In return it secured, among other advan¬ 
tages, the pledge that China would not grant any foreign 
power any right or privilege concerning the administra¬ 
tion of its revenues, but in the event of such right or 
privilege being granted, it was to be shared with Russia. 
The French Government secured, in return for its aid, 
promises of railway and mining concessions in China which 
were soon after realized. It also secured the promise that 
French membership in the Chinese Customs Service would 
be increased.* 

In 1895 the main British and German banking groups 
made an agreement to share Chinese business. For the 
next two decades the agreement held in regard to loans 
for general governmental purposes; it was gradually 
given up in the field of railroad and industrial financing. 
The German interests were represented by the Deutsche- 
Asiatische Bank in which all the large German banks in¬ 
cluding the Prussian State Bank, the Seehandlung, held 
shares. In the establishment of the Deutsche-Asiatische 
Bank, the German Government had been active, and to 
this institution was intrusted later the task of developing 
the German leased area and German railroad and mining 
rights in Shantung.® The Anglo-German group bid with 
the support of their governments for the loan needed in 

8 Despite earlier promises to the contrary. The Russian Government 
attributed the action to the French Government, which denied it. Die 
OroBse Politik, Vol. IX, Nos. 2280-2283, 2297. 

* A. Gerard, Ma Miteion en Chine, 189S-1897 (Paris, 1919), pp. 68-73. 

8 See testimony of Mr. Max Schinckel, Director of the Diskonto- 
Gesellschaft, German Bank Inquiry, 1908, Stenographic Reports (Na¬ 
tional Monetary Commission, Washington, 1910), III, 16. 



438 Europe: The World's Banker: 1870-19H 

1897 to pay the second instalment of the indemnity due 
to Japan. The loan terms offered were much less favorable 
than those of the first indemnity loan. China sought other 
lenders.® The French Government with Russian support 
offered easier terms for a loan it would guarantee, if it 
were given in return control of the Customs Administra¬ 
tion and various special privileges in three of the Chinese 
provinces. The Anglo-German group modified its terms. 
The^French Government could find no French group will¬ 
ing to surpass them. The loan was sold in England and 
Germany, a 5 per cent loan at 94, secured by the surplus 
of the customs and some internal tariff duties {Itkin 
taxes). Included in the loan conditions was the provision 
that for thirty-six years the loan should not be redeemable 
and that during its currency no change should be made 
in the Imperial Maritime Customs. Thus the bond buyers 
were protected against the vacillations of the Chinese 
Government. 

In 1898 the Chinese Government moved to pay off the 
remaining instalments of the Japanese indemnity in order 
to free territory in Japanese possession, and to save in¬ 
terest. Again the necessary credit was to be obtained only 
abroad. The Russian Government offered it in return for 
the privilege of ‘‘financing, construction and control of all 
railways in Manchuria and North China and on condition 
that a Russian should be appointed Inspector-General of 
Customs when the post became vacant.”^ China turned to 
the Anglo-German group. To the loan the British Gov¬ 
ernment attached conditions also deemed harsh. These in¬ 
cluded control of special revenues, the extension of British 
railway rights throughout the Yangtse Valley, and the 
pledge that territory in that region would not be alienated 
to any other Power. Great Britain, despairing of the at¬ 
tempt to prevent other governments from securing ex¬ 
clusive fields of economic opportunity in China, had set 

^ Chvna y.ar Book, 1914, Chap, XVI; Gerard, op, cit,, pp 127—128 

I Great Britain, China {No. 1), 1898, p. 1. 
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its mind upon obtaining the Yangtse Valley as its sphere. 
Upon receipt of ncvVvS that tlie Russian Cxoverinnent was 
pre])ared to guarantee another loan on easy financial 
terms, but with conditions affecting Rritish vcNied or 
claimed interests, the Rritish (lovernment ])ut forward 
easier terms.® It a])pears to have been pre{)ared even to 
guarantee tlic loan for the Chinese Government.'^ The 
Russian Government in turn protested against the ])ossible 
cliange in the balance of power, and, supported by France, 
threatened China with force. The contending governments 
were angry, and the y)resence of Rritish ships at Port 
Arthur set rumors of war in currency. 

China deferred its borrowing in the ho])e that Japan 
might postpone payment of the maturing indemnity in¬ 
stalment. Great Rritain, put off by this attitude and fear¬ 
ing Russian action, which was materializing itself with the 
seizure of the end of the Liaotung Peninsula and the ex¬ 
tension of the Chinese Eastern Railway, exacted in Feb¬ 
ruary, 1898, from the Chinese Government promises that 
(a) it would not alienate the Yangtse Valley to any other 
Power, (b) that the Inspector-General of the Maritime 
Customs Administration should continue to be Rritish as 
long as Rritish trade with China exceeded that of any 
other Power. Upon being further disappointed in its ap¬ 
proach to Japan, China contracted the necessary loan 
with the Anglo-German grou]). It was guaranteed by the 
surplus of customs, the salt taxes of some provinces and 
certain likin revenues. These were put under the super¬ 
vision of the Maritime Customs Administration. Upon the 
return of the territory of Wei-Hai-Wei from Japan 
shortly thereafter, China was forced to yield it to Rritish 
control, to be held as long as Port Arthur remained in 
Russian hands. 

The loans required to pay the Japanese indemnity had 

8 Memorandum by J. A. C. Tilley, British Documents, I, 1 et seq. 

9 Great Britain, China (No. 1), 1898, p. 16. 

10 Memorandum by J. A. C. Tilley, British Documents, I, 1 et seq. 
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thus hurried the luortga^ing of the Chinese Empire. They 
exposed China to necessities whicli were made the occasion 
of claims to territory and privileges. They took from other 
possibilities of use the most certain and easily c(Ulected of 
Chinese revenues. I'he Central Government was left more 
dependent upon taxes collected b}" the provincial authori¬ 
ties, and by ordering these to be increased, contributed to 
the antiforeign feeling that broke forth in the Boxer Re¬ 
bellion. When the wild and bloody course of this rebellion 
was run, when foreign troops controlled Peking, China 
had to face its co>ts. 15y the Treaty of 1901, China was 
made to compensate states, com])anies, and private in¬ 
dividuals whom the rebellion had in jured. The indemnity 
totaled 450 million taels (about million dollars). Eor 
the service of this indemnity, whicli was payable over forty 
years, various Sources of revenue were jiledged. To assi^i 
it in meeting this new annuity, China was permitted to 
revise its customs dvities so that they might represent an 
('ffective 5 per cent, for the course of price change had 
nsluced them far below this level sinc(‘ first they were set. 
Now the Maritime Customs were burdened almost to their 
limit, the salt tax largely so in the absence of improve¬ 
ment of its administration, and even the arbitrary and 
hindering Ukin taxes confirmed in existence, and partly 
absorbed. Not much was left to finance railroad or in¬ 
dustrial construciion, even though the will might exist. 

For the next decade Chinese loans were contracted only 
for railroad and induslrial undertakings; these were 
mainly financed from the jiroceeds of the railways them¬ 
selves. In 1908 the Chinese Government determined to go 
forward with ])lans for reforming its currency and taxa¬ 
tion system, thereby hoping to allay discontent in the 
})rovinces. Throughout China a variety of silver coins, all 
of fluctuating value in terms of gold, were in use. The sys¬ 
tem burdened commerce and increased tlie difficulties of the 
Chinese Government whose external indebtedness was pay¬ 
able in gold. Seeking to avoid the concession of further 
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control to European groups, the Chinese Government 
asked the American Department of State to arrange a 
loan with American banks. Besides the wish for currency 
and tax reform, funds were wanted to construci the Chin- 
cliow-Aigun railway and for industrial enterprises in 
Manchuria, for which objects American private interests 
had been vigorously pressing. A preliminary loan agree¬ 
ment was signed in October, 1910. By that time the Man¬ 
churian railroad project had been dropped and the field 
of effort of the American banking groups had shifted, ow¬ 
ing to the opposition of the Russian and Japanese govern¬ 
ments. The American banks decided that the plan required 
the participation of European groups, and out of their 
discussions a four-power consortium was formed. The 
French banks had joined tlie Anglo-German agreement 
in March, 1909. 

The Chinese Government disliked the formation of this 
four-[)OWcr consortium as limiting its borrowing op])or- 
tunitics. Despite the difficulties of the negotiations and 
the wish of the Chinese Government, the consortium main¬ 
tained unity, though at times the British and German 
groups were lukewarm. The American group, urged bv 
the State Department, asked as a condition of the loan 
that an American adviser be a])])ointcd to supervise the 
expenditure of the loan ])roceeds and tlie execution of the 
reform program. Because of this condition and the con¬ 
templated use of part of the funds for the promotion 
of industry in Manchuria, the Russian and Japanese gov¬ 
ernments tried by all measures to prevent agreement from 
being reached. In the activity of the American group the}’ 
saw an intention of thwarting tlieir ambitions in China. 
Despite the opposition, tlie loan contract was signed in 
April, 1911. The loan was to pay 5 per cent and to be 
issued at 95. The consortium had carried the search for 
special security into the internal taxes. The taxes on wine 
and tobacco, various production and consumption taxes 
in the Manchurian provinces, and a new surtax on salt 
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were assigned to its service. In the event of default the 
administration of these taxes was to be turned over to the 
Maritime Customs Administration. The consortium was 
to be given preference on such further loans as might be 
required to complete the operations contemplated in the 
agreement. The contract provided for a neutral adviser 
to be nominated by the banks. The American banks 
yielded in their desire for an American adviser in the hope 
of allaying the fears of the Russian (jovciaiment.^^ This 
adviser was given no actual executive power. The loan 
proceeds were to be spent in accordance with plans drawn 
in advance and approved by the consortium; the adviser 
might guide and check their execution. The Chinese Gov¬ 
ernment was required to report to the consortium when 
drawing upon the loan funds, and periodically to the Na¬ 
tional Assembly or Senate. The Manchu Government had 
made as many concessions as it dared in the face of a 
public opinion hostile to the increase of the foreign debt, 
and the jjrivate interests opposed to the reform. Still it 
is doubtful whether the control provisions would have 
proven effective; such was the disorganization of the gov¬ 
ernment and the wavering intentions of some of its offi¬ 
cials.^^ The loan was never issued. For in June, 1911 , the 
revolutionary movement began to take possession of the 
country. 

The revolution brought into power as Provisional Presi¬ 
dent at the head of a constitutional regime^ Yuan-Shih- 
Kai. Called by the emperor to serve against the revolu¬ 
tionaries, he had entered into a friendly agreement with 
them, whereby the emperor was to be dethroned. The sup¬ 
port given him by the revolutionaries of the South began 
to wane shortly after his accession to power. Yuan-Shih- 
Kai turned to tlie consortium for financial aid. The nego¬ 
tiations that followed became the focus of fierce national 
purposes, occupied the continuous attention of the For- 

11 Dw Orosse Politik, Vol. XXXII, No. 11741 
Economist, May 27, 1911, pp. 1128-1129. 
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ei^ii Offices of seven Cirent Towers uiid more ^lrikini;lv 
than ever before led ^overninenis to compel baiik^ to be 
ol)edient to their will. 'To be weighed, the record niu.^t he 
related in some detail. 

The loan was known as the ‘"Uc.'organizai ion Lorn ” It 
was to enable (diina to pay off claims and a( eu’c ]lated 
unfunded debt, to facilitate troo[) disbandment, to finance 
industrial enterprise, especially in Manchuria, and to pro¬ 
vide the means of improving the governmeiila! system. As 
a condition of advances made in h'ebniarv March, ]1)T2, 
Yuan-Shih-Kai had promised to give preference on e(|ual 
terms to the four-power consortium. 'The consortium liad 
made tlie advances out of fear of losing the huger loan 
and of possible Ja])anes(‘ action.'^ Difficulties had coiik' 
into sight even before the o[)tion was obtained. 

Uussian opposition liad become clear as earl\' as Oc 
tober, 1911, for Hussia feared that its (‘xcffiisive clainu in 
Manchui’ia and ^Mongolia might be brought into f|uestion. 
Jt sought, by most insistent demands, to break up the con 
sortium by having the Trench group withdrawn bv th(' 
order of the Trench (lovt'rnment.'^ ITit neitiu'r t!u‘ Haiupie 
de L’Indodiine nor the Tomptoir National would con>eni. 
to that action, and (^aillaux did not attempt to foi ce them, 
wheri'fore, Isvolsky declared him to be under tlieir influ¬ 
ence and was aggrieved.^ ’ J^’ailing in the effort tlu‘ Hussian 
(Tovernment next attempted to have the uses of the loan 
limited. 'The Russian Amliassador at Tari^ wj-ote in De¬ 
cember, 15)11, ‘AVe desire to break iij) the sMulicate b\ 
urging the T'nmcli group to withdraw /ind we should onh 
be willing to enter the syndicate were this latter so trans¬ 
formed that a privileged position would be granted us in 
entei’prises noi-th of the Great Wall.’'" 'The bankers ri' 

1/V/r Kasf^rn JhvHXV. VIII, .'^71. 

J><)ru7n< nis Diplnjtiafijiur.s Franniis', IS7I 101'f, JJd $er , Vol. 1, No. 
4.4S; J/ivre IVoir, I, ])}), 1.'52, ITo ct svq. 

^' R. Poincar^, Au Service de la France, I, dl-T et ^eq., II, 107; Line 
Noir, 1, 1S5-U)0. 

H. Dc* Srilx rt, Entente Diplotnncy and the World, p. 30. 
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fused to insert tliesc conditions though the French Gov¬ 
ernment su])ported its ally. The French Government 
served notice to tiie hankers and the governments con¬ 
cerned that it would not grant official listing to the Chinese 
loan unless the objectionahle Article 16, dealing with 
Manchuria, were su})presscd, and gave support to Russian 
claims in Manchuria, Mongolia, and Turkestan.'^J'he 
Rritish (iovernment could not be induced to coerce the 
British banking interests; but it also sought to soften 
Russian anxiety by ])romising support in future contin¬ 
gencies.^® In the Russian documents there appear many 
expressions of mistrust of the leading j)art assumed by the 
American group in the negotiations.’*’ As a way of gaining 
its end the Russian Government next bent its energies to 
the formation of a Russian-Belgian-French-British syn¬ 
dicate (headed by the Bampie Russo-Asiati(|ue—its official 
institution) to divide tliinese loans with the consortium."® 
But the consortium banks would not share the business. 

In March, 1912, the syndicate fostered by the Russian 
Government, or at least certain of the banks that had come 
together in that connection, loaned Yuan-Shih-Kai a mil¬ 
lion ])Ounds. The British participants acted against the 
ex])ressed wish of Sir h:dward Yuan-Shih-Kai had 

been seeking escape from the control arrangements asked 
by the consortium, which was refusing further advances 
till their terms were iwL It was currently believed that 
this advance was needed to enable Yuan-Shih-Kai to buy 
off liis y)olitical opyiosition.*" Certainly he was pressed to 
su})ply funds to the provincial authorities. In return the 
I)rior o})tion on equal terms for the Reorganization Loan 
was transferred to this new group of creditors."® Though 

17 Poincar^, op, cit.y I, 347 et Sfq.; Ooenments Diplomatiques Fran- 
op. rit. 

^8 Livre Noir, II, 487. Ibid., I, 2.32-234. 

20 Ibid., 1, 208-215; II, 491 et seq. 

21 Great Britain, China {No. 2), 1012, No. U; Livre Noir, 11, 353. 

22 PJronomist, June 29, 1912, p. 1450. 

23 Chinu Year Book, 1913, pp. 360-353, 
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it was liarclly likely that this j:rr()U|) had the financial 
strength required for the larger operation, the members of 
the consortium besieged their own and tlie Chinese Gov¬ 
ernment in ])rotest. To their account stood the ])revious 
Chinese promise, and the fact that their governments had 
given official approval to the earlier advances made to 
strengthen the dc facto Chinese Govcrnmenl Ttie Ameri¬ 
can and German governments gave direct support to the 
arguments of the consortium; they did not have to reckon 
with the purposes of an ally or the claims of rival banking 
groups for a free field. The British Government refused 
to permit itself to be committed fully to a program of 
exclusive support for the consortium. But it instructed 
its ambassador in Cliina to refuse to receive the customary 
notification of the loan. On the other hand, it urged tlie 
Hong Kong and Shanghai Bank to admit into the British 
group some of the competing institutions.-^ When the 
Hong Kong and Shanghai Bank took no move in this di¬ 
rection, the matter was allowed to drop, and in the next 
crisis in negotiations government sup])ort was vigorously 
extended. In thus standing behind the consortium, tlie 
governments were moved by various considerations. A suc¬ 
cession of small advances, made by outside banking grou])s 
and quickly dissipated, would absorb the special securi¬ 
ties that were available for the larger loan and leave the 
Chinese Government no firmer or more efTective tlian be¬ 
fore. Without some measure of siq^ervision over the ex¬ 
penditures of the i^roceeds, they might be divi'rted for 
private or party purposes. Without some arrangements 
for improving the revenue system, the debt would ])rove to 
be a heavy weight and insecure. And lastly, the (^hinese 
Government might sign away to other Powers, under some 
secret pressure or panicky need, rights of ])olitical con¬ 
sequence. 

Shortly thereafter, the Russian and Japanese govern- 

24 Great Britain, China (No. 2), 1912, Nos. 6, C. 

Ibid., No. 6. 
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ments were, through the iiiHiieiice of the French Govern¬ 
ment, invited to join the consortium.Both, it was 
true, were borrowers in fo]*ei£>“n money markets. But the 
French (iovernment, in particular, was eager to soothe the 
irritation displayed bv the Bussian ally at the unwilling¬ 
ness of the French banks to withdraw from the consortium. 
Both Russia and Jaf)an, particularly the former, i)ut for- 
wary] conditions that tlie German and British banks and 
governments found unacceptable. Russia })lanned to dis¬ 
pose of any ])art of the Reorganization liOan which it 
miglit take tlirough British banks wliich were not included 
in the consortium. I'his ])rospect of com])etiti()n displeased 
the I long Kong and Shanghai Bank.“^ Besides, Russia 
and ♦lapan both continued to try to limit tlic field of ac¬ 
tivity open to the consortium, d'heir aims were forcibly 
described by i\Ir. J. (). P. Bland at the time. 

Russia and ♦lapan having decided u})on a common policy 
for the dismemherment of Northt rn and Norihue xtern China, 
have availed themNclvcs of the activities /ind proclivities of 
international finance, and of its infimaice in th(‘ counsels 
of commercial powers, to secure olHcial recognition of tlieir 
political scliemes in Mancliuria and Mongolia.*^'’ 

But during the weary negotiations that ensued, the bank¬ 
ing groups would not yield to this demand, and no precise 
restrictions were im])osed upon the consortium’s activity. 
Russia had to be (amtcait with \arious vague formulas in 
the praces verbal and the assurance of the F'rench Gov¬ 
ernment that it would refuse official listing to any loan 
judged injurious to Russian interests."*^ It joined as the 
only means of maintaining watch and control over the us(‘ 
of funds loaned to China. So did Ja])an. The four-])ower 

2« Poincare, op. cit., I, :H7 ^ t II, 107; Documents I)ipIo 7 nafiquf 3 

Fran(^ais, 1871-191/f, op. cif.. No. 418. 

27 The Russian share of tin- loan was finally handled throuj^h a group 
of French, English, and Russian banks. 

28 Economist, April 27, 1912. 

Livre Noir, II, 510-516. 


30 I hid,, pp. 510-519. 
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consortium l)ecame the Sextuple (Iroup in i\pril June, 

1912 . 

Durin”' these months of dispute o\er the Hdiiiissioji of 

o * 

lliissia and Japan, and over the terms of t!ie loan, ad¬ 
vances were withheld from the Chinese ruler, vho was 
sufFerijig from the delay. The Sextuple Group, as a condi¬ 
tion of reopening negotiations, secured a cancellation of 
the loan option given to the other syndicate. In return for 
the loan the consortium now asked first, that the uses of 
the loan be carefully specified in advance; second, that an 
audit system, headed by their representatives, be created 
to supervise the expenditure in accordance with the speci¬ 
fications; third, that the specially designated revenues, of 
which the salt tax was most important, be pmt under the 
administration of foreigners; fourlli, that China appoint 
an agent of the syndicate to assist during five years in 
the work of financial reorganization: and lastly, that the 
group be given an option on future loans.All the gov¬ 
ernments concerned were insistent upon the establisliment 
of this measure of control. Tlie Jiritish, French, and Rus¬ 
sian governments endeavored to obtain their immediate 
acceptance. No agreement hml been reached among them, 
howevei-, as to the nationality of the foreign ollicials to 
be appointed, and in their individual n'flec’tions this left 
not a little concern. Yuan-Shih-Kai's financial need grew 
more acute with the passing day>, yet these terms meant 
a sacrifice of independence for which he was not jireparcd. 
Strong elements in ( hinese o|)inion, moi*e or less hostile to 
him, were strongly opposed to anv further foreign bor¬ 
rowing’.'^^ 

An inde])endent Rritish svndicate proved willing \o 
take greater risks than the consortium, and willing to 

•'^1 tlu-sc tcriiis and the details of the ne^n)tiations, see Forvli/n 

J\ flat ions of United Slates, n)12, and 11. 1). Crolv, Willard Straitfht 
(New York, 1921). 

32 I'he many abortive borrowing efforts tiy Yiuin-Shih-Kai and the 
revolutionaries are traced in an informed fashion by It Rcehis, Rerue 
Fconomique Inlerruitionale, February, 1913. 
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gamble that Chinese affairs would be j)ut into order with¬ 
out foreign supervision, and eager to contest the privileges 
of the consortium. In the view that the British Govern¬ 
ment liad no right to give exclusive support to any one 
financial group, most of the (nty stood behind this inde¬ 
pendent svndicate (known as the Crisp Syndicate and 
ma(|e n[) of three or four large banks and a few stock ex¬ 
change houses). A general feeling prevailed moreover that 
the Sextuple Gioiip was being made the servant of Rus¬ 
sian and Japanese political purpose. The Crisp Syndicate 
agreed in August, 191^2, to make the required loan. Ac¬ 
cording to the contract, C'lhna was to be loaned 10 million 
pounds, secured by the salt tax. Tlie syndicate was given 
a preference on e(jual terms for future loans. Sir Kdward 
Grey made his disappi'oval known and tried in vain to 
stop the executiofi of the contract.The British Ambas¬ 
sador in China was instructed, ''’Vou should accordingly 
warn the ('hiuese (iovernment in the most serious manner 
of the unwisdom of their ])ersisting with the loan at this 
juncture . . All British claims outstanding against 
the Chinese (iovernment wei'e presented for immediate 
])ayment. Other governments took similar action. But the 
first half of the loan was issued in Se[)te)nber. According 
to the KconoiiOst bO per cent of it was left in tlie under¬ 
writers’ hands,The second half was never issued, though 
this may be attributable to the serious Balkan crisis wliich 
held the financial world in aiixietv at the time. The in¬ 
cident shook the consortium’s ])osition for a time, but in 
the final outcome it remaiiK'd as strong as ever. Yuan- 
Shih-Kai was in a chastened mood, thougli searching in 
every possible quarter for funds. J’orpedo Ix^ats and de¬ 
stroyers were bought from an Austrian svndicate not so 
much because they were greatly desired, l)ut because the 
loan thereby secured yielded a small amount of read\^ cash. 

Before the consortium consented to resume negotiations, 


3^ Great Britain, China {No. 2), 1012, Nos. 22, 23, 29. 
Ibid., No. 35. 35 October 6, 1912. 
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it demanded and obtained a cancellation of the option 
given to the Crisp Syndicate. That cost China 150,000 
pounds. Fresh causes of difference delayed the conclusion 
of an agreement—first, the Balkan wars, then dispute 
among the participants as to the nationahty of the officials 
to be appointed. Mutual suspicion caused these places to 
be regarded as opportunities to serve the political interests 
of the governments concerned. The first set of appoint¬ 
ments which were made brought French and Russian pro¬ 
tests. After long bargaining, the division of places was 
finally agreed upon in February, 1913.®" Almost im¬ 
mediately thereafter the American group retired from the 
consortium. President Wilson had refused to renew the 
request of the Taft administration that the American 
bankers y)articipate.*^ He gave as reasons that the condi¬ 
tions of the loan caused the imposition of antiquated taxes, 
touched the independence of China, and might lead to in¬ 
tervention in its political affairs.®® 

The five remaining participants signed the loan con¬ 
tract on April 26, 1913, having already begun to make 
advances. The terms asked by the syndicate for this loan 
of 25 million pounds were substantially met. The securities 
paid 6 per cent and were to be sold to the bankers at 84 
and the public at 90. One-half the proceeds was pre¬ 
sumably to be used for paying off the standing debts and 
claims (costs of the revolution). The other half was to 
serve to aid troop disbandment, to reorganize the ad¬ 
ministration of the salt tax and for other governmental 
purposes. As security, the proceeds of the salt tax, the 
surplus of the customs, and certain internal provincial 

*0 For details, see China Year Book, 1914, p. 382. 

87 The preceding haggling created in the mind of the American State 
Department mistrust of the situation created by the Consortium loan 
even before Wilson entered office. See Foreign Relations of the United 
States, 1913, pp. 164 et seq. 

See American Journal of International Law, 1913, pp. 335-^1, for 
the statements of the President and the American banking group; For¬ 
eign Relations of the United States, 1913, p. 170. 
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revenue's were set aside. In the event of default, the salt 
tax was to he put under the nianai>‘eincnt of tlu* ^Maritime 
Customs Administration. The Chinese (rovemment under¬ 
took to reor<>ani/e the administration of the svstem of col¬ 
lection of the salt re\enues in accordance with a plan out¬ 
lined in the loan agreement. To tlie hankers was friven a 
])refcrence, on equal terms, on any future loans that were 
secur^'d on the salt lax, or devoted to the same purpose 
as this loan. A (rei-mun was apjiointed director of the 
i.oan ]:iureau, with the duty of assuring jointly with a 
(diinese dii'c'ctor that the funds were used for the desig¬ 
nated purposes. An Knglishman was installed as associate 
chief inspector and foreign advism* of tlie salt tax, with 
powers of ailvuu', imjuirv, and audit. Fnmcli and Russian 
advisers were introduced into the Audit liureau. 

Tlu* Cdiinese (ro\ernment made an official declaration 
to (h(‘ five interested Powers, acce[)ting the ohligations of 
this loan; th(‘y in turn "'took cognizance” of this obliga¬ 
tion. Of this exchange the Kcououtist commented, . a 

term which, though it might not get much monev from a 
hanker on a private' ae'count, is ae'cc'pted as an 'endorse 
nu'iiC in the case of a national loan almost amounting to 
guarantee.” 

Thest‘ loan ai'rangc'ments wen* ill conceded. The s\’S' 
tern of supervision of e'Xpeanillure and red’orms inti’oduceel 
was not suHlcii’nl 1 \' prepared or sutticientlv firm to pull 
the Climese I io\ernnienf on? of it^ disorganized slate, 
compel It ag/iins( wavering will to follow a wise patli 
]\[or(‘ (wtensive and slroimcM- control arrangements could 
not he ohtaima] in the existing state of Chinese opitiion. 
Put those ('stafilislu'd were sufficient to restrain to some 
extc'iit, lo represent an inli'rference tliat cijuld he cast off 
without too much difficultv. d'hev therefore would have 
heen almost certain, had the war not come, to lead to fur¬ 
ther political intervention. Some of the loan ])roceeds were 
almost immediately turned from their purjioses, and signs 

Kconowiat, May, 1913, p. 1278. 
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of altc'rc/ition I)('i!;an to appear almost as soon as ihe loan 
was issuctl. 'I'his was what Jh-usident Whison foresaw. The 
aliernati\c possihililv of more tlioronn^hjroinn- control 
was, however, at thc‘ time i)oth impracticable and iiiidesir- 
able. The tdiincse oHIcials W'ere not prepaivd to acc(‘pt 
fii]*ihcr outside cliecks and i^uidance-- partly hei'ause of 
a belief in C'hinese unitv and steadiness whicli ilu' outride 
wa)rld did not share, j)artly because it seemed likely that 
the ])olitical ambitions of coinpetino’ states would sha[)e 
the terms of such control. It was not till aftei' th(‘ war that 
the example was aiven of inteimational financial control 
freed from [lolitical design. 

Still other reasons exist foi* expressino’ doubt concern- 
inc^ the transaction. China w'as divided when it w^as con- 
clinh'd. Southern C'liiiui and the elements dominatin£r the 
National Assembly under Sun-Yat-S('n wa‘rc opposed to 
the loan. Accordini^ to the newlv ])roTnuli’'atefl constitu¬ 
tion, parlianamtary sanction was recjuired, but neither 
the Chinese Senate nor Assemblv was (‘onsulted. The con¬ 
tract w^as sifTtied in strain and panic.d'lie (diinese o])- 
])osition feared to see the loan used to crush Parliament 
and finance civil war. Directly or indirectly it s(‘rv('d these 
])uri)OS(\s. h\irthermo)-e, in view' of the state of ('hinese 
])olitics and of the further fact that at the same time the 
Cdilnese (Tovernment was contracting; indchtedTU ^s lavishly 
Irorn groups outride tlie (‘onsortium and was accumulating 
new unlund(‘(l debts, it was hii»’hly doubtful w'hether this 
loan was sutlicient for reorn;anization jnii'poses.'*^ '^Phe 
likelihood was that this loan would be followed by others 

F ->'('upi of the I 'nit/iJ States, 19ia, pp. 12S cl scq.; Chinn 

Year Hank, IfUl; Economist, May, UUa, All drsrribe tho circunistnnc<'S 
as sus])('rl, 

I'lu' current budget dcfieits were very large, a great amount of 
j)()orly secunai ])aper money was in circulation. 'The costs of demobiliza¬ 
tion were sure to be gr<‘at. Only thorougbgoinu reti'rms and eeonomy 
could liavc made tlic sum suflice. For one tbing almost oneUcnth of it 
was ne(‘de(l to pay advances already made on the loan, F2. Uottaeh, “la's 
Finances dc la Hepublique Cbinoise,” Rexnie Politique et Porlementairej 
June, 191.1. 



452 Europe: The World's Banker: 1870-1914 

till the last special pledge had been assi^ed, the last 
item of security put aside. Events were taking that direc¬ 
tion. In badly governed countries the course of borrow¬ 
ing on pledges of particular resources has usually ended by 
depriving them of the means of meeting current expenses. 
To avoid this outcome China needed a stable government 
in which Parliament controlled finances, thoroughgoing 
tax reform, and industrial development. Neither the con¬ 
temporary internal situation, nor the provisions embodied 
in the loan permitted serious hopes of the immediate 
achie vement of these conditions. Failing them, if the Eu¬ 
ropean war had not occurred, further intervention in 
China could hardly have been avoided. That outcome 
might not have been entirely unwelcome, especially to Rus¬ 
sia and Japan. 

Still, the loan was oversubscribed. Investors looked 
merely at the private credit aspects of the situation. The 
issuing houses possessed authority and prestige. A general 
sense prevailed that European governments would not 
permit default; the special pledges would be put under 
the Maritime Customs Administration, if the need should 
arise. On these considerations the ordinary purchaser, 
with correctness, relied. Moreover, the lenders were im¬ 
pressed by the fact that the service of previous loans was 
being met despite the revolutionary troubles. That this 
had been made passible only by virtue of fresh borrowing 
was not perhaps sufficiently realized. 

During the negotiations with the consortium, and after, 
the Chinese Government found lenders outside. German- 
Austrian groups loaned 3.7 million pounds, most of which 
was designated for the purchase of armaments and muni¬ 
tions from Austrian shipyards. It was reported that these 
securities were resold in London. The Japanese banks 
made various advances for railway and construction 
projects. The French and British banks made railway and 
other loans. But above all, a new institution, the Banque 
Industrielle de Chine, came into the field with elaborate 
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hopes and a willingness to finance j)rojects from whicJi 
more conservative institutions ste])i)ed aside. The creation 
of this bank was encouraged by Yuan-Shih-Kai’s govern¬ 
ment to avoid the restrictions of the coiisorlivun. The 
Chinese Government contributed part of its capital and 
gave it valuable railway concessions and the riglit (d noee 
issue. Control of the institution rested in Franc e. In lUl t 
it issued a Cliinese loan for 100 million franes for public 
works and gcmeral governnumtal purjiose As security 
there were j^ledged, though not put under co'itrol, the 
municipal taxes of Peking, the tobaca o and wine taxc‘s in 
various provinces, and the revenues derived from ilie works 
to be iindertakcai. ddie issue of the loan in France was 
characterized by an interesting incident. In the pros])ec- 
tus [)re[)ared there was re[)rinted a letter of the J^'rencli 
Minister of Foreign Affairs which gave the illusion of an 
oflicial guaranty. Parliamentary protest led to the with¬ 
drawal of the letter. Tlie emission was j-cj)uted not to have 
met with much success. Itut not long thereafter tlie same 
bank signed a contract for a vastly greater loan—600 
million francs, d'his was never issued. 

It is impossible, unfortunately, to make any precise 
estimate of the foreign indebtedness of the Chinese Gov¬ 
ernment in 1914. No complete and reliable otHcial record 
exists, especially of the short-time loans and advances 
made by or for the various departments of the govern¬ 
ment. But the total long-term direct government debt a])- 
proximated 600 million dollars. Substantially equal parts 
of the teffal had been incurred to meet, first, war and in¬ 
demnity burdens; second, railroad construction; third, 
general governmental purposes. A short-time scattered 
indebtedness perhaps came to as much as 50 million dol¬ 
lars. In addition, the country was under the obligation of 
paying almost 15 million dollars a year upon the Boxer 

4^ 'Dip bank in fart went into !)ankruptey in 1920. For an account 
of its early activity and rivalry with the consortium, see F. Farjenel, 
Revue Polifiqne et Parlementaire, June, 1914. 
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indemnity. For a country of the ])opu]ation and dimensions 
of C'liina, the sum total of this indehtedness was singularly 
small. Yet it was sutticient to require a substantial part 
(approximately one-half, before the reorganization of the 
Salt (iahelle) of the two most dependable sources of reve¬ 
nue of the Central Government, even when allowance is 
made for the fact tliat most of the interest on the railroad 
debt was paid out of railway revenue^.*'* The land tax, 
alone of China’s important sources of revenue, remained 
untouclied. The foreign obligations were payable in gold. 
The revenues were {)aid in silver currency which varied 
in value in terms of gold. Therefore, only approximate 
calculation is possible. Jiesides, most of the revenues of 
the Central Government varied accordiim to the state of 

o 

peace and relations with the provincial authorities. The 
expenditure was subject to even greater uncertainties. 
Budget-making in any country undergoing vital change is 
a baffling problem; in (’hina in the years before 1914 it 
was little more than a blind game of chance. The reve¬ 
nue of the customs had slowly but steadily grown under 
foreign administratiofi. Tbe salt tax showed an immediate 
and great increase in yield after the reforms which were 
introduced in accordance with the T.oaii ('ontract of 1913. 

1 he yirice and condition of further Chinese Govern¬ 
ment foreign borrowing would liavi' been, liad the war not 
come, a continued making over of its governmental and 
financial administration, independentlv, or bv gradual 
extension of (Outside control of Chnu’se fin/incial affairs. 
Tile first flush iieriod of easv and unfruitful borrowing 
was [last. Capital and enterjirise rcaiuire a political and 

'rhesr calculations are of necessity routrli and drawn from a variety 
of sourees. 1 he nK)st ear('fnl cornpilation (»1 ( hiiiese loans known to me 
is that in F. Fi. I.re, ('iirrrnn/, Bankin(j and Finanrr in ('hina ([United 
States, Hurcau of Foreifrn and Domestic Commerce, 'I'r.ide Promotion 
Series, No. 27, Washington, 192(i). The ( h'ma Yfir lionk.s' are also a use¬ 
ful source. In the Economist, September 21, 1912, pp. 518-519, an in¬ 
dependent estimate was made which is in general accord with my 
estimate. 
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social life fitted to their operation. '^J4io>c‘ hcek to coui- 
inand tliem are eitlier induced to re.shapc their iite in eon- 
forniity with the necessary standard, or ha\(‘ ilieii* life 
resliaped against their will by the slow movenu iit of c\ents. 
Such were the alternatives presented to (diiiia in IDlt; 
such they remain. 

A NOTE ON THE CONSOiriTlIM 

The four-power consortium for (4iinese loans aiose out 
of the negotiations for the financinn; of tlu‘ Hiikuonic 
ways in 1909-11. It took firmer form in the arrnngeiiu’iits 
for the Currency Reform I^oan of 1911. In tlu' following 
year flapan and Russia were admitted; in 191 "3 the .Vnicri- 
can group witlulrew. 

Under the arrangements the hanking interests of each 
country whieh was in the consortium left the lead in the 
negotiation of loans to one, or two, of their nnniher. 4"he 
Japanese, Russian, Fi-eneh, and German hanks that held 
this leading place had direct official connections with their 
goveiaiment. The liritish hank was not hound hv any 
formal official tie, hut its executives wei'e in intimate touch 
with the Rritish Government and with tlie Rank of Kng- 
land. It wa.^ the hackhone of almost all British enterprise 
in China. Some of the national groups in the consoi’tium 
were sub ject to competition from other hanking interests 
in their own country; others were not. Xo competition 
came from outside Russian or .Japanese hanks because of 
official su])ervision and the lack of capital in these coun¬ 
tries. Idle conip(dition of outside (lerman hanks vms sc'at- 
tering, and, as far as lai’ge loan pj*o jects wei-e concerned, 
unim])ortant because all of the j)Owerful hanks were 
niemlau’s of the consortium. “ Virtually none came from 

+ ^rrrt;iin Austrian firms, Karhere: & Co., Carlowitz & r( 7 ., did make 
provincial loans despite their indirect connection with the consortium; 
the former was reputed to be an a^rent of Kru])ps. Diederichsen & Co., 
a (ierman firm, did the same. See Great Britain, Uou.se of Common^s, 
Pari. Debates, /ith ser., lUn, 431^112. 
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outside American banks because they were not, at the 
time, interested in Cliinese finance. French banks, not rep¬ 
resented in the consortium from time to time entered into 
competing syndicates—usually in combination with Bel¬ 
gian, Russian, and British interests. The Banque Indus- 
trielle de Chine, the creation of which in 1912-13 was 
enepuraged by the French Government, was prepared to 
compete for all Chinese loans, and issued one large one. 
Outside British banks resented the position given to the 
Ilong Kong and Shanghai Bank, wliich refused to widen 
British mernbershij) in the consortium. With independence 
they attempted to compete for Chinese loan business. 
Belgian financial interests, directed by Leopold II, were 
active in all parts of the Chinese loan field in competition 
with the consortium. 

Thus the consortium held, in this ])re-war period, an 
insecure position. Considering the competition and the 
often divergent aims of the interested governments, it 
is rather remarkable that any ]>ermanence at all was 
acliieved. But in tlie main the original founders of the 
consortium gave it their su[)port as a means of adjusting 
tlieir interests and of safeguarding the capital of their 
investors by obtaining satisfactory loan agreements. 

When first the four-j)ower Imnking agreement was 
made, it was probably intended to extend to government 
loans for railroad and industrial purposes. Such seems to 
have been the intention of the tripartite agreement of 
1909, and the cpiadruple agreement of June, 1910. In 
fact, the first iss\ie made bv the consortium was employed 
in railroad construction. When, shortly afterward, the 
French banker, Cottu, negotiated a loan by which Creusot 
was to be given a bridge-building order, the French Gov¬ 
ernment seems to Imve intervened.^® When in August, 
1912, the German firm of Diederichsen received a conces¬ 
sion for the Peking tramways in return for an advance, the 
Russian and French governments argued that this trans- 

^5 Reclus, op. cit. 
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action violated the spirit of the consortium/^^ The German 
(lovernment replied that the consortium agreement did 
not extend to loans for industrial purposes. Tliis vi(\v 
came to prevail. The Japanese Government was eager to 
have freedom of action in the industrial field. Japarie^* 
banks were making a series of loans to tlie Chinese Gov 
ernment for railways and public utilities, especially in 
Manchuria.*^ As late as September, 191^, liowever, pro¬ 
tests were entered by the governments of the consortium 
Powers against loans made by a Fraiico-lkdgian group 
(Compagnie Generale de Chemins dc Fer en Chine) in 
return for a railroad con cess i on.But in January, 191 h 
Belgian, French, and Japanese banks multiplied their ac ¬ 
tivity in loaning to the central and provincial authorities 
in return for advantages acquired or promised. The fi¬ 
nancial unity of China, as well as of the banking interests 
in the lending companies, broke down. Therefore, it was 
formally agreed between the governments that railway 
and industrial loans be excluded from the consortium ar¬ 
rangement. The interested financial grou])s had reached 
this decision first, on the understanding that the gov¬ 
ernments concerned be asked not to aid nationals who of¬ 
fered loans without requiring protection for the investors 
by some form of control over loan expenditure. In ]\Iarch, 
191J, the British (xovernment asked conqilete freedom of 
action, since the Belgian and American governments were 
bound by no agreements. Tlie other governments con¬ 
sented. From the Cliinese Government, cliallcnged by revo¬ 
lution, but anxicxis to promote the economic strengthening 
of the country, diverse financial groups of half a do/cn 
countries secured in 19FJ-14 railroad concessions to be 
financed througli Cliinese loans. 

It would have been imjiossible, even if desirable, to have 

Jjivre Noir, IT, 539-540. 

47 The Consortium; the official text of the four-poiver agreement (Xew 
York, 1921), p. 5, letter from the British Secretary for Foreitrn Affairs. 

4H “l.e Consortium et Ics Emprunts Industriels Chinois,” LM.vte 
Franqnise, November, 1913, p. 408; Lwre Noir, II, 561-563. 



458 Kurope: The World's Hanker: 1870-1014 

maintained the other position. In fact the whole consor¬ 
tium agreement iiad hiue vitality after the is^^ue of the 
Keorgaiiization Loan of 19L3. China was divided by civil 
conflict. Its main field of operation—the general govern¬ 
ment financing—was, for the time being, gone. The short 
experience had shown the unsatisfactory features of the 
consortium ])lan. The loan terms pro[) 06 ed had to be suf- 
fic^iently favorable to permit the weakest of the national 
groups to hope for a profit. Single grou[)s attempted to 
deflect for tlieir own ))urposes the policies of the whole 
cofisortium. (Joveniment support was vitally needed to 
shelter it against competition; but such suj)port neces¬ 
sarily curtailed th(‘ independence of the members and gave 
tlieir actions an oflicial stamp. Japan and Russia were 
admitted as members not because they had capital to serve 
China’s need, but because they wanted to stand guard over 
the actions of the consortium in behalf of their s|)ecial 
claims and ])lans. The i-e])eated (juarrels among the mem- 
Ik'I’s over the nationality ol the agents to be em])]oyed in 
Chin/i increased the suspicion with which it was regarded 
among the C hinese. 

Dt'spite these revealed faults and diiliculties the course 
of events ])roved (‘learly that international banking co¬ 
operation was essential to avoid reckless ovei'borrowing on 
unsatisfactory terms, and incessant struggle for ])rivate 
and national advantage. Such international cod])cration 
as the consortium was originally formed to undertake 
should make it easier for constructive and generally bene¬ 
ficial policies to prevail. If the public credit of a country 
is so ])oor that it must a(‘(‘ept some measure of financial 
control in order to secure capital, it is preferable that the 
control be in the hands of an international grou}) rather 
than in tla' hands of a single national group. But the con¬ 
trol should be limited to the necessities of the case, and 
used soh'ly tor the |)ur])oses of the case. J’he success of 
the League of Nations (if I may step outside of the time 
limits of this study) in its financial reconstruction work 
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suggests that such a body is a better instrument of control 
than bankers’ groups. Hut tlie circumstances of eacli case 
will obviously require sej)arate consideration. No single 
type of arrangement can be declared the best for all case's 
that may arise. 

A NOTE ON THE MARITIME CUSTOMS AOMIN ISTRATION^® 

The foreign-staffed customs service of the Chinese Em¬ 
pire originated during the Taiping Rebellion of 1853. 
The foreign merchants at Shanghai paid their duties to 
their consuls, then, by later arrangement, to foreigners 
appointed by the Chinese. In time the system was extended 
to the other treaty ports. A centrally controlled adminis¬ 
tration was developed, responsible to the Peking govern¬ 
ment to train the personnel and coordinate the work. At 
its head a foreigner served as Insyiector-General. This 
executive, under the laws, had undivided authority over 
his subordinates and the work of revenue collection. After 
collection the revenues were paid into C'hinese banks. The 
(Chinese Government favored the institution during these 
early years because of its success in augmenting the yield 
of the customs, and its utility in enabling China to borrow 
abroad. 

Under the Customs Administration was put, as the re¬ 
sult of successive loan agreements, the Maritime Customs 
in the ‘‘treaty” ports and “leased areas,” the Native Cus¬ 
toms within sixteen miles of the treaty ports (since 1911), 
the tonnage dues and transit duties, and in some provinces 
the likin and salt taxes. The terms of several loan con¬ 
tracts provided, besides, tliat, in the event of default, reve¬ 
nues other than those just named should be })ut in its care. 
The revenues it collected were in 1914 pledged to the serv¬ 
ice of nine foreign loans and the Boxer Indemnity. As an 

For an account of its origins, see Willoughby, oj). cit. For an ac¬ 
count of its development, see S. F. Wright, The Collection and Disposal 
of the Maritime and Native Cnatoms Revenue Since the Revolution of 
1911 (Shanghai and London, 1927). 
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iricreasinn- part of tlic revcDiies collected by tlie adminis¬ 
tration were reejuired to meet the service of foreign loans 
the liking of the (’hinese for the institution waned. Mr. 
Morse has descril)ed the change: 

d'li< ioaas of 1805, 1800, and 18f>8 to providt* for the Jaj)a- 
)u>e war ni(l(‘ninitv were siaairt'd on the custoni.s revenue, and 
the oHieial class now realised that their foreign customs serv- 
ice'existed chiefly as a collecting agent for foreign cri‘tlitors, 
and no longc'r fulfilled the purpose which was the foundation 
of its continued existence—colh‘cting efficiently and honestly 
a gr/itifying amount of nwenue for the use of the Imperial 
Govermmait. Moreover, the service had grasped the junk 
trade with IIong Kong and Macao—a mandarinal (even 
more, a Manclui) j)res(‘rve; liad been injected into super¬ 
vision of a part of the ('hinese internal revenue collection, 
and directed and operated the growing postal service. Now 
in the hour of Cdiina’s humiliation, it was made the master 
of its master through seve ral of the sti})ulations of the final 
protocol of 1901 and the commercial treaties of 1902 and 
190f‘f; it was ne)w the fe)reign interc'st which was now con- 
ce‘rncei te) magnify its nnf)e)rtance, anel no leinger the (diinese; 
and losing the favor of the ( hine‘s(‘, it lost also much of its 
impeirta nce.''*^ 

'^riic administration had been created by the voluntary 
action of the Chinese. Ibit when the r(‘venues which it coj- 
leeted wei’e pledged to the service of foreign loans, the 
(diinese (lovermnent gave up its right to modify or ex¬ 
tinguish it. Hy the loan contract signed with the Anglo- 
German banking groujis in 189f), the Chinese acknowl¬ 
edged the fact, jiromising that the administration would 
be maintamcfl as long as any of the loan remained unpaid. 
In crises the Powers showed that lh(‘v were ready to use 
force to sustain the administration, t'onsidering the sus¬ 
picion with which every foreign a{)pointnient in Cdiina was 

H. R, Morse, Internatunidl lielntioJis of the Ohincse Kwplre (Lon¬ 
don, ]‘U8), II, 401.-405. 
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scrutinized by alert rival Powers, the selection of staff 
for the administration caused comparatively little trouble, 
'i'hc British Government secured in 1898 the promis(' that 
the Ins[)ect()r-(ieneral would be of Bi*itish nationality as 
lon^ as Jiritish commerce with C'hina remained i»reater 
than that of any other country. Tlic* oliicials a[)point(‘d to 
ports within the “leased areas'’ wi re usually of the na¬ 
tionality of the controlling Powers, or of nitrrnative na¬ 
tionality acceptable to them. Few of the higher personnel 
were Chinese; that the administration did not train 
Chinese for the higher posts was one of the standing 
criticisms of it. 

The administration vastly improved the system of reve¬ 
nue collection, making it more ecjuitable, honest, just, and 
productive. Commerce benefited from tiie more regular 
examination of cargo, a])})raisal ot values, and the ])rc- 
vention of smuggling. In the Uk\n and salt taxes intrusted 
to it little improvement was made, however. There can be 
no doubt that the existence of the administration alone 
secured regular interest payments to the foreign bond¬ 
holders during the ])eri()d of divided authority and revolu¬ 
tion. 4’hus it strengthened C hinese credit and enabled the 
government to borrow on easier terms than would other¬ 
wise have be('n obtainable. It also increased the amount 
that (diina was able to borrow - but not by much, cer¬ 
tainly not l)y more than the increase in the yield of the 
customs. China’s eai’lv borrowing was compulsory, a means 
of paying indemnities imposed upon lier. d’he borrowing 
tor railway cimstruction would have been ari*anged even 
though there had been no foreign-staffed Customs Ad¬ 
ministration. Only the loans of the revolutionary period 
remain in question. Those set back the movement toward 
diinese unity rather than the contrary. I^ub Vurn-Shih- 
Kai wa)uld certainly have found some revenue to mortgage, 
and some lender to take the longer risk for a larger 
jjromiscd return. Of all the controls estahlished over 
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Chinese economic life, of all the limitations imposed upon 
the Chinese Government, the Customs Administration 
brought the greatest benefit. Nevertheless many Chinese 
tended to regard it as a suppressive force. 



CONCLUDING OBSERVATIONS—BY WAY OF 
APOSTROPHE 


O F the international ca])ital mov.ancnts between 
1870—what must be remarked is their vol¬ 
ume and extension, their ancnyinity, their close 
alliance with the technical forces of industry, and their 
adjustment to political circumstance. 

In volume and in the area over which they scattered, the 
caj)ital movements of this period far surpassed similar 
movomenC^ m the past. What had been previously the 
special and infrequent venture of a bold ^roup, or a draft 
upon a few private fortunes, became an extensive and or¬ 
dinary trade. Foreign securities entered into the posses¬ 
sion of thousands or millions of peo})le. This change was 
the natural counterpart of other changes—of the broader 
s])read of liquid and spared wealth, the increased famili¬ 
arity with the corporate form of enterprise and ‘‘pa])er 
evidences of debt or ownership,” of the increased speed of 
travel and communication and the increased faith in the 
safety of property rights. The growth in volume was no 
more marked than the extension of the lending-borrowing 
area. That included by 1914 regions which a half century 
betorc had been ljut remote out]^osts of Fluropean trade or 
dominion. In 1870 the eyes of China watched only the slow 
movement of native junks down inland rivers; the tired 
traveler was jounced in stagecoaches from the fever- 
stricken coast to tlie plateau on which Mexico City stands; 
the rushlights or candles of antiquity still burned in the 
houses along the Bos])horus Straits. In 1914, the locomO' 
tive speeded on heavy rails to the Siberian coast and into 
the heart of China; four railways entered Mexico City; 
])Ower ])lants sent the electric light that was reflected in 
tlie Straits; all had been provided by foreign capital. The 
circumference of capitalist activity restlessly expanded to 
include the outermost regions. 
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All this movement of capital acquired, througli the com- 
]>lexity of modern industrial organization, a sort of ano¬ 
nymity. Only those \vhos[)ent iheir days in the inner court 
of financial circles knew its details. When the ^^Council 
established at Plymouth in the County of Devon for the 
IManting, Ruling, Ordering and Governing of New Eng¬ 
land in America'’ was established in 1620, the gentlemen 
whose names were on its subscription list were known to 
each other and to everyone else. The investment was an 
enterprise of familiars. The New York, New Haven & 
Hartford Railway, which now runs into Plymouth, Mas¬ 
sachusetts, likewise drew capital from Europe. Rut its 
securities changed hands daily, unremarked midst the mul¬ 
titude of similar transactions. The investment had become 
large-scale, and anonymous. Thousands of individuals un¬ 
known to each other joined to sup|)ort a company of 
whose existence a periodical report would be their most 
direct proof. History was being made without a signature. 

d’liis large-scale anonymous investment carried Eu¬ 
ropean industrial civilization with it, because it paid for 
European industrial eejuipment. '^j’lie provision of capital 
to finance a royal extravagance or to ecpiip an army AVas 
not alw'ays wutbout conse(]uence; ten million ])ounds might 
change a boundary line. The provision of the same sum 
to found banks or buy [lower machinery, to be utilized 
under the direction of executives and engineers trained in 
modern industry, was sulticient to change a civilization. 
In the escort of the capital that traveled from western 
Europe w^nt the business practices, the technical wvays of 
western Eurojie. Where it went, old economic \\a\)its and 
relationships vanished, imwv ones formed. The civilization 
of large conmiercial centers, distant exchangivs, specializa¬ 
tion, roundabout [iroduction took as its own the areas 
wdicre its capital was employed. Of all the consecjuences of 
the capital movement, this was the most [lernuineni and 
the most fertile of future consecjuence. 

One simple economic outcome wns the change produced 
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in the distribution of economic effort within and between 
lands. Inside the countries of western Europe more and 
more of the pojjulation were drawn close to tlic walls of 
the office buildings, foundries, machine shops, po\^tT 
j)lants, and coal mines by which were made the equipment 
that western capital was providing. Elsewhere j)eoples 
were turned to supply the expanded wants of tliat ma¬ 
chine-equipped civilization l)y planting wlieat or sugar, 
tending sheep or cattle, mining tin or copjier in lands 
made newly traversable. Ail the economic histories docu¬ 
ment tlie shift with batteries of statistics. 

Tlie persisient underlying consequences of the capital 
movement worked their way heedless of the nationality of 
those who supjilied the capital and those who used it. But 
that the political structure and state of the world influ¬ 
enced the course of capital movement needs no fresh em- 
[)hasis. The uses which the spared ca})ital of western Eu¬ 
rope found were often determined liy political circumstance 
rather than hy economic or financial calculation, d'he 
traditional theory of capital movements given in the eco¬ 
nomic texts, wherein capital is portrayed as a fluid agent 
of production put at the service of those who paid or 
promised most, is inadequate to account for the direction 
capital took befoi’e the war. In the lending countries in¬ 
ternational financial transactions were supervised in ac¬ 
cord with calculations of national advantage, which were 
often unrelated to the direct financial inducement offered 
the owners of capital. Peoples and governments exerted 
themselves to direct the capital to tliose pur])oses which 
were judged likely to strengthen the national state, es])e- 
cially in time of war, or increase the chances of extended 
dominion. Caf)ital was called u])on to abstain from invest¬ 
ment in the lands of potential enemies. It was urged oi 
commanded into the services of allies. It was encouraged 
to develo}) the areas that were within the political system 
of the country where it accumulated. It was upheld in 
ventures which sustained a national political ambition or 



466 Europe: The WorWs Banker: 1870-1914 

hope. In France and Germany, and within the alliances 
which they headed it came to be commonly regarded as a 
servant of national purposes rather than an ordinary pri¬ 
vate jiossession to be disposed of in accordance with the 
private judgment and on the private risk of the owner. 
Within Great Britain this attitude was much less com¬ 
mon, yet not without intiiience upon the course of British 
investment. True, in none of these countries did capital 
comjdetely lose its theoretical character of cosmopolitan, 
free agent, setting itself to opportunities wherever they 
emerged. But this character was subdued and checked al* 
most out of recognition. The capital had not a free, a 
peaceful and settled world to move in. It adapted itself 
to the unrest and unsettlement; it became an important 
instrument in the struggle between national states. 

The countries which borrowed showed themselves alertly 
conscious of the nationality of the ownership of the capital 
which they used. Those countries within or near the sys¬ 
tem of alliances were called upon to give political pledges, 
especially if their credit was weak. Toward the foreign 
capital which entered their state coffers or their borders 
many peoples dis|)layed sensitiveness, arising sometimes 
from fear, sometimes from dislike, sometimes from their 
own national ambition. The responsibilities which must 
rest on all borrowers were often found irksome. To borrow 
without trx) serious obligation, to spend without too serious 
heed to the consequences, to be able to waste or blunder 
in the cause of national greatness—-these were the desires 
which often made tlie reality distasteful. Therefore one 
and all looked forward to the time when foreign capital 
with the restraints it imposed would no longer be needed. 
Each country wanted to buy back its public securities, to 
redeem its railways from foreign ownership, to withdraw 
from foreign lenders all share in the making of national 
policy. Some countries advanced toward tliis goal, the 
United States, the British Dominions, Japan, and Italy, 
for example; some slid further and further away from it, 



Concluding Observations 4G7 

as did China and Turkey. In short, borrowers wanted to 
nationalize the capital which was active in tlu ir doinains, 
to assure themselves that this capital was subordinate' to 
the national powers. It became clear that debts are not the 
kind of bond whicli can unite the world. 

Tlic preceding observations bear upon the matter of 
peace and war. To tlicm others of similar l^earing may 
be joined. The international movements of ca})ital and of 
the financial groups who negotiate tliese movements are 
by some regarded as a leading cause of war, by others as 
a strong force for maintaining peace. During tlie period 
1870-1914 they worked their effects in both directions, 
though seldom determining events in either. In some situa- 
tions, in Tunis and the Transvaal for example, it was the 
calculations and activities of profit-seeking groups which 
kept antagonism alive and provoked war. In their efforts 
to secure political and social conditions under which they 
could operate satisfactorily, foreign financial interests 
hauled the political and military power of their govern¬ 
ments behind them. Such was one way in which interna¬ 
tional capital movements sometimes brought nations into 
war. 

Still another arose out of the disputes over the same 
opportunity in which the financial groups of different 
countries engaged. The chance to make loans to the 
Chinese Government, to build railways in Turkey, to ac¬ 
quire mining concessions in Morocco, were examples of 
such controversy, liecausc of the readiness with which na¬ 
tional spirit and organization magnified the importance 
of the stake, because of the way in which each item of ad¬ 
vantage may be made to fit in with every other in a broad 
program of national ambition, these disputes were taken 
up as national causes. Becoming public frictions as well 
as private ones, they became thereby harder to settle. Few 
were the important banking groups which at some time 
or piece did not figure into these contests which ultimately 
called upon the national will. Thej^ were natural episodes 
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in the business of international finance, which the groups 
could not avoid even if they would. And sometimes it is 
probable that the groups concerned were not without the 
feeling of jiride or power that came from jilaying an im¬ 
portant part in determining national destiny. Bankers 
are subject to the forces of national feeling as are their 
felloW men. Because of these facts it must be recognized 
that international financial activity provided fuel for in¬ 
ternational controversy. 

Yet even while the banking groups, and the investors 
who bought the foreign securities they issued, sometimes 
provoked international hostility, their interests in general 
disposed them toward peaceful arrangements. For the fi¬ 
nancial groups a war between the Great Powers was cer¬ 
tain to shatter important connections, to harm some of 
their clients, to decrease the value of some of the securi¬ 
ties which they had sold, to bring unpredictable dangers 
which would outweigh any immediate gains from domestic 
financing. Thus the great banking houses of Europe 
showed themselves inclined to fall into cooperation or com¬ 
promise with each other when the situation demanded, and 
public opinion sanctioned. True, none of them willingly 
shared exclusive, or renounced j)rofitable business because 
it might make peace firmer. That, they reasoned, was not 
their responsibility; and competition among different 
groups in each country seemed to make such renunciation 
meaningless. Still, when the outcome of rivalry became 
obviously menacing as in the financing of Turkey, the 
Balkans, and China, important houses proved themselves 
capable of compromise. In times of crisis their weight was 
usually behind peaceful statesmanship. They could and 
sometimes did lift themselves above the clamor of national 
feeling. 

The course of events in the pre-war period would ap¬ 
pear to indicate that the international activities of capital, 
of the groups which direct it or the millions who share in 
it, cannot be expected to contribute much to the support 
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of international peace—unless the temper of tho impor¬ 
tant national states clianire. (ireat iiitcj-nalioiial confiicf.s 
y)repare themselves slowly; lo/ins are maJe clue{i\ t<^ 
friends or potential fi'iends; the tiii/uu'ial interc-,! in pi'cce 
declines in the face of lonir existing' possihil’iv ot war. 
Official action intervenes to assure itself that national feel¬ 
ing is res])ected. 

Before the international activities of ra])ital can l)e- 
come a strong support for peaca* and sti*engthen the 
conditions of peace, the world in which the acti\'ities go 
on must be transformed in two directions, (fovermnents 
of hoiTowini’ ; -aintries must improve in their art so that 
in justice, disorder, and waste do not in . itc external con- 
(juest. d1ie jieoples of the wealthy Bowers mu^t deeply care 
for infernational peace and direct their acts ac'cordingly. 
If these conditions prevail the int('rnaiional movement of 
capital will r(‘Cord itself merely as an instrument of a mu- 
tuallv heneficial process of development, (’apital which 
moves abroad will not carry with it the power of an or¬ 
ganized national state, nor will it he forced to serve the 
political purposes of the state. International political ma¬ 
chinery will ad just the difficulties that are incident to its 
ventures. The annals of the next e])och will relate fewer 
disturbances, greater creations. 
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